8.10 Carrefour

Company factfile

Carrefour entered China in 1994, with its main kind of business being hypermarkets. At the end of 2003, Carrefour had opened 40 hypermarkets in 15 of the 17 largest cities in China. Most of the hypermarkets are in partnership with local operators. 

In China, Carrefour has mainly established its outlets in city centres, unlike Wal-Mart. Its target consumer group is comprised of low- and middle-income earners. Due to its agile business policy, Carrefour has achieved better sales results than Wal-Mart.
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	Ownership: 
	Carrefour 

	Country of origin: 
	French

	Retail sectors of activity:  
	Hypermarket

	Principal fascia:  
	Carrefour, Dia Discount





Source: Euromonitor from company annual reports
Market position

Carrefour started earlier than the biggest retailer, Wal-Mart, and also has much higher sales than Wal-Mart. Due to its good promotion policy, Carrefour is always welcomed by local governments. As a result, Carrefour has been able to open outlets despite China's policy regarding foreign retailers. 

The Government of China's policy on foreign retailers in 2003 was that the foreign retailer could not open an outlet by itself and could not hold 100% share. The maximum share it can hold is 65%, local operators must hold the other 35%. However, in China many Carrefour outlets have been opened which contravene government policy. In 2003, Carrefour was forced to sell 35% of its share to local operators of three outlets in north-east China. 

Carrefour's main competitors are the big multinational retailers and domestic retailers. In 2003, the biggest retail group, Shanghai Bailian Group, was established in Shanghai through the merging and acquisition of four large domestic retailers. This comprises the biggest domestic threat to Carrefour. Another important competitor is Metro, another multinational retailer started in the same city, Shanghai. Metro also wants to expand its business all over China and its business is similar to Carrefour's. 

The strength of Carrefour in China is that Carrefour has been there for a long time. It knows a lot about local consumers' expenditure habits and the local environment. This is reflected in the 7.2% share for hypermarkets in 2003, up from 6.3% in 2002.

Dia Discount is the fascia of Carrefour's discount store, which entered China in 2003 as a joint venture with Shanghai Hualian Supermarket. 

Table 69 Company Shares 2002-2003 



% value
	
	2002
	2003

	Hypermarket 
	6.33
	7.21

	Discounter store 
	0.0
	0.21




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

After five years in operation in China, Carrefour had a strong customer. In 2001, its total sales were approaching RMB10 billion and it opened 27 outlets in major cities across China. By 2003, Carrefour had achieved more than RMB20 billion in total sales and it had opened 40 outlets across China. Sales grew 105% from 2001 to 2003.

The growth of total sales was high due to Carrefour's rapid expansion in China. Carrefour opened its outlets all over China, therefore, although they are not very concentrated, they are very efficient. When Carrefour opens an outlet in a new city, it usually tries to find a local supplier in order to reduce transportation costs and at the same time, ensure goods are more easily accepted by local consumers.

Table 70 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million
	9,819
	14,782.8
	20,104.6

	Average weekly sales  
	RMB million
	188.8
	284.3
	386.6

	Sales per outlet  
	RMB million
	363.7
	462
	502.6

	Sales per sq m 
	RMB
	22,834.9
	28,872.7
	31,413.4

	 
	
	
	
	

	Number of outlets 
	
	27
	32
	40

	Total assets 
	RMB million
	n/a
	n/a
	n/a

	Total sales area 
	Sq m
	430,000
	512,000
	640,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

There are three ways to make profit for huge scale retailers. Firstly is the price difference between purchasing and sales, secondly is to make profit from suppliers and thirdly is to optimise the supply chain in order to reduce costs. Wal-Mart uses the third idea, while Carrefour typically uses the second idea. 

The main weakness of Carrefour in China is that it crushed its local suppliers too much in order to reduce costs, which engendered bad feelings from local suppliers. Wal-Mart has a much better policy regarding this so it is possible that local suppliers could turn to Wal-Mart.

Company prospects

In 2004, Carrefour will open more outlets in the big cities and will also try to expand to some of the medium-sized cities. Another important plan for the future is that Carrefour's discount stores, Dia discount stores, will cooperate with Shanghai Lianhua Supermarket to open the first store in Shanghai, by the beginning of 2004, and then to expand the number of discount stores to 300 in 2005. 

The first batch of discount stores will each cover between 100 to 200 square metres. The main merchandise in these discount stores will be food and some other commodities. 

Since the discount stores need to reduce costs as much as possible, all of the merchandise will come from private labels. The discount stores will also try to work with original equipment manufacturers.

8.11 Metro

Company factfile

Metro came to China in 1995 in cooperation with local enterprise Jinjiang Group, thereby establishing Metro Jinjiang Cash & Carry Co Ltd in 1996. Metro opened its first store in Shanghai and had tremendous success from the very beginning, bringing a new business concept to China.

Metro was the first joint venture to gain permission from the China Central Government to set up chain stores in all major cities in China. Metro's arrival to China filled the commercial vacancy in warehouse storage. Metro's membership stores in China offer many advantages, such as taxes to the local government, more employment and professional training to improve the local economy. Metro also attracts many other investments and improves the district's economy. Its advanced distribution system supports the development of small and medium enterprises.

Metro attracts many customers from outside of the city and introduces products domestically via its national distribution system. Furthermore, it pushes Chinese products out into the international market via its international distribution system. 

In the year 2002, Metro established four business units in north, east, south and central China. The target is to be as close as possible to consumers, suppliers and employees and to speed up the pace of expansion in China.

Summary 16 Company Factfile 2003 



	Ownership: 
	Metro

	Country of origin: 
	Germany

	Retail sectors of activity:  
	Cash and Carry

	Principal fascia:  
	Metro





Source: Euromonitor got from company annual reports
Market position

Metro is by far the leading warehouse club player in China. Other retailers tend to take on different formats or different business models. Therefore, at first glance, it may appear that Metro competes separately from its competitors. 

This is not entirely true though because Metro's attraction to retail consumers is entrenched in the fact that prices can be competitive through the paring down of overheads. Metro's market position as a warehouse club is currently undisputed and stable, despite the increased sales of other direct competitors. It would be more accurate though, to say that Metro's competition is more likely to be other large format retailers such as department stores and hypermarkets, although they may operate differently.

Table 71 Company Shares 2002-2003 



% value
	
	2002
	2003

	Warehouse clubs 
	86.9
	86.9




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

Metro entered China in1996. Its development line was typically German, slow, cautious and steady. From 2001 to 2003, Metro opened three outlets per year, and increased its total sales by 79.5%. 

Metro's outlets are mainly located in Shanghai and Metro focuses more on the middle- and high-income earners. Consumers must show a membership card to shop in Metro's warehouse stores. The biggest difference to other foreign retailers is that Metro's main forms of merchandise are family, electrical and durable merchandise. Food plays a very small part in Metro. 

Metro also locates its stores outside of the city centre. Its relies on consumers driving private cars. Out of Metro's consumer groups, 45% are corporate consumers, 55% are private consumers. 

Metro has been listed amidst the top 20 chain retailers in China for three years. 

Table 72 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million
	4,949.2
	6,533
	8,885

	Average weekly sales 
	RMB million 
	95.2
	125.6
	170.9

	Sales per outlet 
	RMB million
	329.9
	362.9
	423.1

	Sales per sq m 
	RMB 
	21,996.4
	21,996.6
	24,888

	 
	
	
	
	

	Number of outlets 
	
	15
	18
	21

	Total assets 
	RMB million
	n/a
	n/a
	n/a

	Total sales area 
	Sq m 
	225,000
	297,000
	357,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

As a privately held entity in China, Metro does not release financial information regarding its operations in China, to the public. 

Company prospects 

Metro's development plan will follow the same path in 2004. However, regarding the location of new outlets, Metro is looking for the possibility to find good locations in city centres.

In 2004, Metro will open five to seven new outlets, mostly based in Shanghai and aims to expand into other cities and provinces such as Beijing, Shenzhen, Guangzhou, Zhejiang and Jiangsu provinces. It also plans to increase its growth by more than 50% per year both on total sales and sales area.

8.12 Jiangsu Suguo Supermarket

Company factfile

Jiangsu Suguo Supermarket, hereafter called Suguo, was established in July 1996. In 2002, its total sales reached RMB7 billion, and it was ranked 9th in China Chain Corporation 2002 and 5th amongst chain supermarkets in China. It has also been in first place amidst chain corporations in Jiangsu province for four years. 

Suguo was originally located in Jiangsu province and after seven years in operation, the company has 1100 outlets and 20,000 staff. Since starting in Jiangsu province, the company has learnt much more than other competitors about local consumers' expenditure habits. 

At the end of 2003, the company's outlets covered six provinces in China. The main force of the company is community stores. Through supermarkets and convenience stores, the company can expand its business to others provinces rapidly.

Suguo is also trying to absorb as many local small- or middle-sized retailers as possible to join its franchise member stores. 
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	Ownership: 
	Jiangsu Suguo Supermarket

	Country of origin: 
	Jiangsu, China

	Retail sectors of activity:  
	Supermarket, Community stores, Convenience Stores, Hypermarket

	Principal fascia:  
	Suguo Supermarket, Suguo Hypermarket, Suguo Convenience store and Suguo Community store





Source: Euromonitor from company annual reports
Market position

The management focus of Suguo is the diversification of its outlet chain covering both the city and suburbia, thus forming a highly effective distribution system. This covers the community stores, supermarkets and convenience stores which are developed based on the local consumers' expenditure habits. This is the strength of the company. The company is always trying to develop discount stores to meet low- or middle-income consumers' requirements. 

With experience of facing strong competition, Suguo has already found a strategy, which suits it well:

  Put its expansion strategy into practise and expand with steady steps;

  Use a multi-faceted management mode including community stores, supermarkets and convenience stores to absorb different consumer groups;

  Optimise purchasing and continue to adjust the merchandise structure;

  Develop own brands;

  Use low cost management within the corporation's internal management and maintain good circulation within the corporation. 

The weakness of Suguo is that owing to cultural differences between the provinces, Suguo cannot enter big cities such as Shanghai and Beijing to capture a bigger share. The main reason is that Suguo comes from small cities. Its market share in Jiangsu province is more than 50%. Its management mode is suited to small- and middle-sized cities whose consumers want cheaper goods. However, the consumers in big cities, do not only want low prices but also service and a fashionable shopping environment. If Suguo can not adopt a modern shopping style, it will have difficulty surviving future competition when more foreign retailers enter. 

In 2003, Suguo's supermarkets accounted for 0.4% of total retail sales, an increase over 2002. Suguo also has hypermarkets, which accounted for 0.7% of total retail sales in 2003, also showing an increase, and convenience stores. The major reason for the increases is that Suguo expanded its business range from Jiangsu province to other provinces, which gave it a bigger share. 

Table 73 Company Shares 2002-2003 



% value
	
	2002
	2003

	Supermarket 
	0.32
	0.40

	Hypermarket 
	0.60
	0.70

	Convenience store 
	2.87
	3.06




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

In the first part of 2003, Suguo realised total sales of RMB4.4 billion, and was ranked 9th amongst China's chain retailers. At the end of 2003, total sales reached RMB9.2 billion, which put the company in first place in Jiangsu province amongst chain retailers. Sales increased 34% in 2002 and 31% in 2003.

The number of Suguo outlets reached 1,100 at the end of 2003. The number of outlets increased at a rate of 27% in 2002 and 30% in 2003. The average speed of opening new outlets is one every 1.4 days. 70% of outlets are franchised. In 2003, Suguo also opened four large community stores with an average sales area of 16,000 square metres.

Since most Suguo stores are located in small- or middle-sized cities, the purchasing strength of consumers cannot increase at the same rate as growth in the number of outlets, therefore, sales per square metre suffered a reduction. 

Table 74 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million 
	5,280
	7,054
	9,241

	Average weekly sales 
	RMB million
	101.5
	135.7
	177.7

	Sales per outlet 
	RMB million
	7.96
	8.35
	8.4

	Sales per sq m 
	RMB 
	26,546
	26,087.3
	20,002.2

	 
	
	
	
	

	Number of outlets  
	
	663
	845
	1,100

	Total assets 
	RMB million 
	1,030
	1,390
	1,650

	Total sales area 
	Sq m
	198,900
	270,400
	462,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

Similar to other retailers in China, Suguo also has a very low net margin. The net margin was below 1% in 2003, due to obstacles in the sales process such as logistics and storage. The net margin also decreased due to a mark-up in ground rent and labour costs. However, the main reason for the reduction in net margin in 2002 and 2003 was the change in taxation in 2002, when it was increased from 15% to 33%.

In 2003, Suguo announced a profit of RMB78 million, which meant there was high growth in profit over 2002. The laying off of staff was one of the main reasons for the increase in profit in 2003. However, profit per square metre, just as with others retailers in China, reduced year by year. 

Table 75 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit 
	RMB million
	55
	63
	78

	Profit per sq m 
	RMB
	276.5
	233
	168.8

	Gross margin 
	%
	9.4
	8.8
	8.2

	EBITDA margin 
	%
	6.5
	3.1
	4.1

	Net margin 
	%
	1.04
	0.89
	0.84

	Return on total assets 
	%
	5.34
	4.53
	4.73




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

The development strategy of Suguo over 2004-2008 is, amongst other things, to reach 2,000 outlets by the end of 2005, and to achieve total sales of RMB18 billion. 

To support its business in other cities and its aggressive expansion plan, the company plans to implement one strong distribution system. Suguo plans to build a modern logistical centre of 170,000 square metres, including a merchandise process and distribution centre, three information buildings of 9,000 square metres each, and another distribution storage centre with an area of 47,000 square metres. 

Suguo knows that the only way to become bigger in retailing is through mergers and acquisitions. The main purpose of building a distribution system centre is to be ready for the entry of foreign retailers after 2004. 

8.13 Shanghai Yongle Family Electricity

Company factfile

Shanghai Yongle Family Electricity, hereafter called Shanghai Yongle, was established in November 1996. It mainly sells electrical products, mobile phones and digital products. It is a chain enterprise with 48 outlets, distributing in Shanghai, Jiangsu and Zhejiang provinces. 
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	Ownership: 
	Shanghai Yongle Electricity 

	Country of origin: 
	Shanghai,China

	Retail sectors of activity:  
	Family Electric

	Principal fascia:  
	Yongle





Source: Euromonitor from company annual reports
Market position

In family electricity, competition is very fierce. In many hypermarkets there is also a battle for family electricity. As one specialty store in family electricity, Shanghai Yongle is very active both in retailing and wholesaling. Retailing is its main business though and it tries to provide local consumers with reasonable prices. 

Shanghai Yongle made its own name, Yongle, very famous in Shanghai. When residents there think of purchasing a new family electricity product, 80% of them will think of Yongle and 50% of them will go to Yongle to see what is available. To local consumers the name Yongle is synonymous with quality and service and this is the company's strength.

The company's weakness lies in its distribution system. It is very complex to manage and it is difficult to gain any margin from it. According to the experience of Wal-Mart, in order to be durable, distribution is very important.

The main competitor of the company is Beijing Gome Family electricity. In Shanghai, Shanghai Yongle and Gome are the two biggest players and their outlets in Shanghai are usually within one kilometre of each other. 

Shanghai Yongle is one of the three biggest specialty electricity retailers in China, and its share reached 3.1% in 2003, which was much higher than its share in 2002. Shanghai Yongle extended its business from Shanghai to Jiangsu and Zhejiang over the review period, which helped to stimulate its increase in value share. 

Table 76 Company Shares 2002-2003 



% value
	
	2002
	2003

	Family electricity specialty store  
	2.29
	3.10




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

In 2003, Shanghai Yongle achieved total sales of RMB7.2 billion. 70% of sales came from the Shanghai area. At the end of 2003, there were no foreign retailers in family electricity, which gave more space to domestic retailers to develop their own brands. However, with the step towards a more open policy, more and more large foreign retailers will enter. It is not known who will survive the fierce competition and gain the largest share. Price will be the last battle, as no retailer wants to use this final weapon to reduce its margin, however, price wars are very popular in China. 

Under fierce competition, Shanghai Yongle experienced sales growth of 150% in 2002 and 44% in 2003, growing by 250% over the review period. 70% of sales came from the Shanghai area in 2003. During the SARS epidemic, Shanghai Yongle set up a sales website so that consumers could purchase over the internet without face-to-face contact. This measure enabled Shanghai Yongle to witness high sales growth in 2003.

Shanghai Yongle opened eight new outlets in 2003. Most of the new outlets were outside of Shanghai, in Jiangsu and Zhejiang provinces mainly as Shanghai Yongle believes that extending its business outside of Shanghai is an important strategy. 

Table 77 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million 
	2,000
	5,000
	7,200

	Average weekly sales 
	RMB million 
	38.5
	96.2
	138.5

	Sales per outlet 
	RMB million 
	87
	125
	150

	Sales per sq m 
	RMB 
	7,246.4
	10,000
	11,076.9

	 
	
	
	
	

	Number of outlets 
	
	23
	40
	48

	Total assets 
	RMB million
	1,300
	1,680
	2,100

	Total sales area 
	Sq m 
	276,000
	500,000
	650,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

In 2003, although facing the threat of SARS, Shanghai Yongle still achieved strong growth in profit of 60%, over 2002. At the same time, Shanghai Yongle increased its net margin through optimisation of its logistics system and management measures. 

From 2001 to 2003, Shanghai Yongle continued to increase its profit per square metre through optimisation of the sales area in old outlets and by putting a reasonable sales area in new outlets, thus encouraging more suppliers to enter Shanghai Yongle.

Table 78 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit  
	RMB million
	28
	52
	83

	Profit per sq m 
	RMB
	101.4
	104
	127.7

	Gross margin 
	%
	8.6
	7.5
	7.2

	EBITDA margin 
	%
	5.6
	4.2
	3.3

	Net margin 
	%
	1.4
	1.04
	1.15

	Return on total assets 
	%
	2.15
	3.1
	3.95




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

At the end of 2003, Shanghai Yongle set out prospects for growth. By the end of 2004, it hopes to have 100 outlets and total annual sales of RMB10 billion. By the end of 2005, it hopes to have 200 outlets and total annual sales of RMB22 billion. Also, by the end of 2006, it hopes to have 350 outlets and total annual sales of RMB45 billion. 

However, with the way in which family electricity is positioned in China, the above goals will not be so easy to reach, due to strong competition and low margins. With only low margins, many small- to middle-sized companies can disappear in a short time. The strategy for a family electricity retailer to survive or even to achieve a positive margin is to reduce its core costs.

8.14 Jiangsu Suning Appliance Chains

Company factfile

Jiangsu Suning Appliance Chains, hereafter called Suning, was established in 1990 in Jiangsu province. In 1995, Suning was the first company in China that tried chain sales in family appliances. After 13 years in operation, at the end of 2003, Suning's total sales reached RMB8 billion and its number of outlets had reached 105. The company has more than 10,000 staff and its appliance chain has spread across 24 cities and provinces in China. 

Summary 19 Company Factfile 2003 



	Ownership: 
	Jiangsu Suning Appliance Chains

	Country of origin: 
	Jiangsu, China

	Retail sectors of activity:  
	Appliance chain

	Principal fascia:  
	Suning





Source: Euromonitor from company annual reports
Market position

Suning started its business in air-conditioned speciality stores. From 1995, Suning tried to use chain sales in family appliances, and did so successfully. Through both direct and indirect management, its number of outlets reached 105 in a short time. 

Suning is located mainly in Jiangsu province. The number of outlets, usually just one, in big cities such as Shanghai, Beijing, and Guangzhou, means the company cannot compete with local competitors. 

Suning's strength is its flexible management. The company rapidly extended its chain stores to other provinces with a combination of direct and indirect management. 

Another strength of the company is its distribution system. Internal management is all done through an advanced corporation management system based on the intranet and internet. Suning also allows its suppliers to share its distribution system. 

Suning is one of the three biggest specialty electricity retailers in China, and its share reached 3% in 2003, much higher than its share in 2002. Suning extended its business from Jiangsu province to Shanghai and Zhejiang over the review period, which stimulated the increase in its value share. 

Table 79 Company Shares 2002-2003 



% value
	
	2002
	2003

	Electronic appliance specialty store  
	2.38
	3.03




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

Suning achieved total sales of RMB8 billion in 2003, placing it in the top 20 chain retailers in China. This meant an increase of 36% compared with 2002. In 2002, 50% of its total sales came from Jiangsu province, its city of origin.

Suning's strength is its ability to attract business in its province. However, the fact that Suning has spread its outlets all over China, with normally just one single outlet outside of the city, means it cannot compete with local competitors so this is also one weakness for Suning. Beijing Gome's method of expansion could be a good example for Suning to follow. 

The number of Suning outlets grew by 46% in 2003, but most of these new outlets were not managed directly by Suning, as they were franchised.

Table 80 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million 
	3,500
	5,900
	8,000

	Average weekly sales  
	RMB million 
	67.3
	113.5
	153.8

	Sales per outlet  
	RMB million 
	77.8
	81.9
	76.2

	Sales per sq m 
	RMB 
	7,777.8
	10,243
	8,020.1

	 
	
	
	
	

	Number of outlets 
	
	45
	72
	105

	Total assets 
	RMB million 
	1,200
	1,500
	1,780

	Total sales area 
	Sq m
	450,000
	576,000
	997,500




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

Suning achieved profit of RMB100 million in 2003, a 33.3% increase over 2002. Profit per square metre increased by only 6.5% in 2002 and decreased by 23% in 2003, thus indicating that profitability was declining. Profit was low compared to total turnover. The return on total assets was 5.62% in 2003, however, the net margin of the company was still very low at 1.3%. 

Regarding the growth in overall profit, Suning did a good job by increasing its total sales. The management policy of the company is 'Low profit, more sales', which means it wants to achieve success through quantity. 

Table 81 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit 
	RMB million
	55
	75
	100

	Profit per sq m 
	RMB
	122.2
	130.2
	100.3

	Gross margin  
	%
	16
	14
	15

	EBITDA margin 
	%
	6.6
	5.6
	3.5

	Net margin 
	%
	1.6
	1.3
	1.3

	Return on total assets  
	%
	4.6
	5
	5.62




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

In 2004, the last year of protection after entry into the WTO, Suning still wants to expand its outlets all over China, its target being to open another 50 new outlets and to realise annual sales of RMB12 billion. 

However, the long chain of Suning stores could very easily be broken because just 25% of stores are managed directly by Suning. Its mode of management will determine its prospects. 

8.15 Beijing Gome Family Electricity Co Ltd

Company factfile

Beijing Gome Family Electricity Co Ltd, hereafter called Gome, was established in 1987 and it is one of the members of Beijing PengRun Investment Co Ltd. The main business of Gome is family electricity. 

At the end of 2003, after 15 years in operation, Gome had 132 outlets in China, covering 20 big cities in 12 provinces as well as more than 10,000 staff and total annual sales of RMB20 billion. Following its successful experience across China, Gome opened its first outlet in Hong Kong in November 2003. 

Summary 20 Company Factfile 2003 



	Ownership: 
	Beijing PengRun Investment Co Ltd

	Country of origin: 
	Beijing China

	Retail sectors of activity:  
	Family electricity 

	Principal fascia:  
	Gome





Source: Euromonitor from company annual reports
Market position

The strength of the company is its own name, which due to development and maintenance grew from being recognised locally to recognised nationally, thus enhancing the company's power over family electricity. In 2003, the total purchasing amount of Gome was over RMB15 billion. 

In northern China, Gome has almost no competitors. In Shanghai, its main competitor is Shanghai Yongle. Gome is the biggest specialty retailer in home electric appliances in China. At the end of 2003, Gome held a share of 8.84%, an increase of almost three percentage points over 2002. 

Table 82 Company Shares 2002-2003 



% value
	
	2002
	2003

	Home electric appliance specialty store 
	5.87
	8.84




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

Gome achieved total sales of more than RMB20 billion in 2003, putting it in first place amongst family appliance chains in China. Growth in total sales in 2003 was 60%, over 2002. The number of outlets grew by 76% over 2002-2003. 

Gome began to extend its outlets outside of Beijing in 1999. Every time it entered a new city, it brought about a price war, resulting in prices in that city being reduced by 10-30% over a short period, thus making consumers happier. 

Usually Gome will meet resistance from local competitors. However, its scientific management mode and distribution system has made Gome successful many times, even in the face of strict competition.

Table 83 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales  
	RMB million
	7,500
	12,800
	20,500

	Average weekly sales 
	RMB million 
	144.2
	246.2
	394.2

	Sales per outlet 
	RMB million
	166.7
	170.7
	155.3

	Sales per sq m 
	RMB 
	11,194
	13,195.9
	12,812.5

	 
	
	
	
	

	Number of outlets  
	
	45
	75
	132

	Total assets 
	RMB million 
	2,400
	2,900
	3,800

	Total sales area 
	Sq m
	670,000
	970,000
	1,600,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

Through rapid growth in the number of its outlets in China, and rapid growth in total sales, Gome increased its profit at a very high rate of 48% in 2003. 

In retailing, net margins in family appliances are some of the lowest. Gome's stood at 0.9% in 2003. Retailers usually increase their profits through selling large quantities but net margins have still been reducing over the review period due to fierce competition. 

Nevertheless, Gome did a good job with its management policy, which it labelled as having a scale domino effect. 

Table 84 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit 
	RMB million
	80
	125
	185

	Profit per sq m 
	RMB
	119.4
	128.9
	115.6

	Gross margin 
	%
	7.5
	6.8
	5.5

	EBITDA margin 
	%
	7.82
	5.33
	3.4

	Net margin 
	%
	1.07
	0.98
	0.9

	Return on total assets 
	%
	3.33
	4.31
	4.87




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

Soon to face competition from foreign retailers following China's entry into the WTO, Gome's policy is to still expand. In 2004, Gome plans to open 40-50 new outlets in the big cities and their provinces. Having opened its first new outlet in Hong Kong, Gome also plans to open one in Macao. Gome's future plan is to expand its business overseas.

8.16 Beijing Hualian Group Co Ltd

Company factfile

Beijing Hualian Group Co Ltd, hereafter called Beijing Hualian, is one of the biggest retail groups in China. Beijing Hualian is the core corporation of China Hualian Commercial Building Group. Beijing Hualian was established in 1996. After seven years in operation, Beijing Hualian has successfully established a commercial retail network all over China. In 2003, Beijing Hualian's total sales reached RMB14.5 billion.

Beijing Hualian has two large companies in its group, Hualian Hypermarket Co Ltd and Hualian Commercial Building Co Ltd. Both of these companies are listed on the Stock Exchange – A Share. Beijing Hualian Hypermarket Co Ltd is listed on the Shanghai Stock Exchange – A share and Beijing Hualian Commercial Building Co Ltd is listed on the Shenzhen Stock Exchange – A share. 

Summary 21 Company Factfile 2003 



	Ownership: 
	Beijing Hualian Group

	Country of origin: 
	Beijing, China

	Retail sectors of activity:  
	Hypermarket, Department store, City shopping centre

	Principal fascia:  
	Beijing Hualian Supermarket, Beijing Hualian Department Store





Source: Euromonitor from company annual reports
Market position

Beijing Hualian's main business is in hypermarkets and department stores. Beijing Hualian Commercial Building Co Ltd undertakes the development strategy of chain operation and has constructed shopping centres in main cities and provincial capitals all over China. These shopping centres operate under two names: Beijing Hualian Department Stores and Beijing Hualian Shopping Centres.

Beijing Hualian Shopping Centre uses its subordinate department stores and composite hypermarkets as its backbone and co-operates in strategical partnerships in merchandise and service all over China. It commonly constructs composite shopping centres that mix multi-form businesses such as department stores, and hypermarkets, offering a monopolised choice of consumer goods, food and drink, entertainment, health, protection, commerce and life services in one place, thus adapting to the 'one-stop shopping' requirement of consumers. 

The business plan of Beijing Hualian Commercial Building Co Ltd will inevitably break through traditional modes of operating in an effort to create brilliant chapters in modern merchandising. 

The company's main competitors in Beijing for department stores are Beijing Wangfujing and Beijing Xidan department stores. 

Beijing Hualian Hypermarket increased its share of sales in 2003 with growth of 23% over 2002. The main reason for the growth was the company's aggressive policy. Beijing Hualian Hypermarket extended its business to others provinces and cities around Beijing in 2003. 

Table 85 Company Shares 2002-2003 



% value
	
	2002
	2003

	Hypermarket 
	2.04
	2.50

	Department store 
	1.35
	1.56




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

In 2002, Beijing Hualian had 56 hypermarkets, seven department stores and one city shopping centre. At the end of 2003, Beijing Hualian had 80 hypermarkets, 13 department stores and 13 city shopping centres and its outlets covered 30 cities and provinces all over China. It is clear from these figures that Beijing Hualian's number of outlets grew at great speed. Between 2002 and 2003, Beijing Hualian increased its number of outlets by 66%. The company's development was stable and effective. 

At the same time, Beijing Hualian increased its total sales amount by 37% in 2003, reaching RMB14.5 billion. 

Table 86 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million 
	8,000
	10,600
	14,500

	Average weekly sales 
	RMB million 
	153.8
	203.8
	278.8

	Sales per outlet 
	RMB million 
	195.1
	165.6
	136.8

	Sales per sq m 
	RMB 
	20,539.1
	19,485.3
	14,796

	 
	
	
	
	

	Number of outlets 
	
	41
	64
	106

	Total assets 
	RMB million 
	3,389
	4,900
	5,500

	Total sales area 
	Sq m 
	389,500
	544,000
	980,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

In 2002, although total sales increased by 33%, profit fell by 8.5%. The main reason for the reduction was the increase in taxation in 2002, from 15% to 33%. In 2003, with the increase in the number of outlets, the group increased its annual sales, and realised a 34% increase in profit. 

Similar to other retailers with hypermarkets and department stores, Beijing Hualian's net margin was also very low at just 0.9% in 2002 and 2003. The main reason for the low margin is the different levels involved in a transaction. If the group could solve the problem of its logistics and distribution system, it's net margin would double or triple.

Table 87 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit 
	RMB million
	106
	97
	130

	Profit per sq m 
	RMB
	272.1
	178.3
	132.7

	Gross margin 
	%
	17
	13
	13.8

	EBITDA margin 
	%
	29.2
	5.6
	6.1

	Net margin 
	%
	1.3
	0.9
	0.9

	Return on total assets 
	%
	3.1
	2.0
	2.4




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

According to Beijing Hualian's development plans, by the end of 2005, the company will have 50 shopping centres/department stores and 150 hypermarkets. The company's annual sales are estimated to reach RMB30 billion. 

8.17 Shandong Sanlian Group Co Ltd 

Company factfile

Shandong Sanlian Group Co Ltd, hereafter called Shandong Sanlian, was established in 1985. The company's assets in the beginning amounted to just RMB1 million. After 18 years in operation, Shandong Sanlian has more than 30,000 staff and total assets of RMB3.8 billion. Shandong Sanlian has merged 62 corporations. Shandong Sanlian's activity covers many areas including estate, family appliances, newspapers, travel, technology and commerce. 

In 2003, Shandong Sanlian was listed on the Shanghai Stock Exchange – A share through mergers and acquisitions with Zhenzhou Baiwen Group. 

Summary 22 Company Factfile 2003 



	Ownership: 
	Shandong Sanlian Group Co Ltd

	Country of origin: 
	Shandong, China

	Retail sectors of activity:  
	Estate, Family appliance, Newspaper, Travel, High-tech, Commerce

	Principal fascia:  
	Shandong Sanlian 





Source: Euromonitor from company annual reports
Market position

In 2002, Shandong Sanlian defined its intention to become an investment holding company by maximizing its investment profit through diversified strategies to reduce investment risk. 

Shandong Sanlian was located in Shandong province, its core businesses being estate and family appliances. In family appliances, in Shandong province, Shandong Sanlian held a share of 56%, in 2003. The company had a 1.82% share in total family appliance specialty stores in 2003.

The company's main competitor is Beijing Gome Family Electricity Co Ltd. 

Table 88 Company Shares 2002-2003 



% value
	
	2002
	2003

	Family appliance specialty store  
	1.73
	1.82




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

In 2001, Shandong Sanlian's total sales amounted to RMB7 billion, which put the company in 4th place on the list of China's chain retailers. Total sales at Shandong Sanlian grew by 29% from 2001 to 2003. In 2003, total sales for Shandong Sanlian reached RMB9 billion, an increase of nearly 10% over 2002. 

Shandong Sanlian has been very active in spread its reach to others cities and provinces in China. In 2003, Shandong Sanlian opened 23 new outlets and absorbed another 20 outlets through franchising. Most of the new outlets are family electricity appliance chain stores or travel agency stores. 

Table 89 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million
	7,000
	8,200
	9,000

	Average weekly sales 
	RMB million 
	134.6
	157.7
	173.1

	Sales per outlet 
	RMB million 
	127.3
	100
	72

	Sales per sq m 
	RMB 
	21,212.1
	18,222.2
	13,100.4

	 
	
	
	
	

	Number of outlets 
	
	55
	82
	125

	Total assets 
	RMB million
	2,890
	3,250
	3,800

	Total sales area 
	Sq m
	330,000
	450,000
	687,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

Shandong Sanlian achieved profit of RMB85 million in 2003, an increase of almost 8% over 2002. However, the company's net margin was very low, at 0.9%. There are few large and reliable logistics operators in China, which makes costs much higher. Furthermore, with fierce competition in retailing, profit per square metre fell between 2001 and 2003 at an average rate of just over 20% per year.

Table 90 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit  
	RMB million
	70
	79
	85

	Profit per sq m 
	RMB
	212.1
	175.6
	123.7

	Gross margin 
	%
	12
	13.2
	14.5

	EBITDA margin 
	%
	6.1
	5.2
	3.3

	Net margin 
	%
	1.0
	0.96
	0.94

	Return on total assets 
	%
	2.4
	2.4
	2.2




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

In 2004, the main business of the company will be estate and to add as many new outlets for family electricity appliances as possible.

Another develop strategy of the company will be to find other corporations willing to merge into the total group. Mergers and acquisitions provide an easy and quick method for retailers to increase in size. 

8.18 Tianjin Home World Group Co Ltd

Company factfile

In 1996, Tianjin Home World Group Co Ltd, hereafter called Home World Group, entered retailing in China. The company took the lead in introducing the concept of large warehouse supermarkets from foreign countries while taking local circumstances into full consideration. 

The company has three different kinds of retail chain: Home Club, Home Way and Home Town, which were started in succession. At the end of 2003, there were 35 stores in northern and northwest China.

Summary 23 Company Factfile 2003 



	Ownership: 
	Tianjin Home World Group Co, Ltd

	Country of origin: 
	Tianjin, China

	Retail sectors of activity:  
	Warehouse supermarket

	Principal fascia:  
	Home World 





Source: Euromonitor from company annual reports
Market position

After seven years of development, the Home World Group has formed its own specific notion of management under which it aims to always maintain the minimum price among competitors, set up the most satisfactory store for customers, establish the most efficient organisational management and establish a 'concentrated' development strategy.

The company is one of the major players in home furnishing in China. At the end of 2003, its retail sales in home furnishing amounted to RMB5 billion, which gave the company a 6.49% share in home furnishing. The company has opened 35 outlets across China but they are mainly located in the Beijing and Tianjin regions.

Table 91 Company Shares 2002-2003 



% value
	
	2002
	2003

	Home furnishing 
	6.38
	6.49




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

In 2002, total sales of the Home World Group reached RMB4.4 billion. With such a great achievement, Home World Group ranked 12th among national chain enterprises at the end of 2002 and obtained first place in retail trade in northern China.

In 2003, the company ranked 11th amongst national chain enterprises with total sales of RMB5 billion, signifying an increase of 13.5% over the previous year.

The company opened five new outlets in 2003, each with an average sales area of more than 8,000 square metres, which made the average sales area of the total number of outlets 6,714 square metres. 

Table 92 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million 
	3,267
	4403.9
	5,000

	Average weekly sales 
	RMB million 
	62.8
	84.7
	96.2

	Sales per outlet  
	RMB million 
	125.7
	146.8
	142.9

	Sales per sq m 
	RMB 
	19,331.4
	22,241.9
	21,276.6

	 
	
	
	
	

	Number of outlets 
	
	26
	30
	35

	Total assets 
	RMB million
	1,200
	1,355.4
	1,605

	Total sales area 
	Sq m
	169,000
	198,000
	235,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

In 2003, the company realised profit of RMB65 million, an increase of 23% over 2002. 

As one of the major cities in China, more and more retailers, both domestic and foreign want to enter Tianjin. 

Even under such a threat of increased competition, the company maintained growth both in sales and profit due to its reasonable strategy. 

Table 93 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit 
	RMB million
	44
	53
	65

	Profit per sq m 
	RMB
	260.4
	267.7
	276.6

	Gross margin 
	%
	7.6
	6.9
	7.8

	EBITDA margin 
	%
	6.6
	5.6
	4.4

	Net margin 
	%
	1.35
	1.2
	1.3

	Return on total assets 
	%
	3.67
	3.91
	4.05




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

Following China's entry into the WTO, the world's retail giants have prepared themselves to enter the Chinese market with ambition. Meanwhile, hundreds of national retail enterprises are spreading rapidly. 

Against this background, Home World Group has made timely development plans and established a 'concentrated' development strategy. The strategy is to concentrate the company's resources on finishing its overall layout and winning regional advantages in the target cities, then extending to the surrounding areas. 

Home World Group has not only opened stores in Tianjin and Xi'an but also consolidated its superior position. At the same time, projects in Beijing, Lanzhou and Qingdao are under construction. Furthermore, the company is looking for store locations in nine other new development areas, including Zhengzhou, Shenyang, Ha Ebin, Changchun, Huhehaote, Shi Jiazhuang, Jinan and Chengdu. The preparatory work has commenced. 

The long-term objective of the Home World Group is to grow into one of the retail giants in China and to become a major leader in chain-based businesses.
8.1 Shanghai Lianhua Supermarket Co Ltd

Company factfile

Shanghai Lianhua Supermarket Co Ltd, hereafter called Shanghai Lianhua, is the leading supermarket chain in China and its success lies in local market knowledge and efficient working capital management. Leveraging on its strong foothold in eastern China, the chain is to open 2150 stores across China in 2004 and 2005 in order to drive earnings growth. However, with a large CAPEX requirement, which posed a financial risk, the company operated on a low net margin of 2.1% in 2003.

Shanghai Lianhua separates its business into 3 principal fascia according to business size. It has huge supermarkets under the name of Century Lianhua, medium-sized supermarkets under the name of Lianhua Supermarket, and small convenience stores under the name of Quik. 

Industry restructuring has increased local competition. In addition, international companies, such as Walmart and Carrefour are keen to expand in China.

Shanghai Lianhua is to be listed on the Hong Kong stock exchange at an IPO price of HK$3.875 per share. Keen interest in its debut is expected. The stock is expensive in comparison to that of Shanghai Lianhua's peers but strong demand could offer support.

Summary 6 Company Factfile 2003 


	Ownership: 
	Shanghai Friendship

	Country of origin: 
	Shanghai, China 

	Retail sectors of activity:  
	Hypermarket/Supermarket/Convenience stores

	Principal fascia:  
	Century Lianhua, Lianhua Supermarket, Quik





Source: Euromonitor from company annual reports
Market position

Shanghai Lianhua is the largest retail chain operator in China. Lianhua has 2,402 retail outlets, 394 of which are supermarkets and 425 of which are convenience stores operating under the group's franchise arrangements. The group derives 83% of its turnover from Shanghai, 12% from Zhejiang and 5% from Jiangsu.

The company has developed an integrated information management system to effectively control inventories, distribution, sales, and financial management. This has enabled it to make timely purchases and maintain an efficient stock level, which is vital for the working capital management of a supermarket chain operator. Compared to its domestic peers, Shanghai Lianhua's logistics system is the most advanced.

As a result of a joint venture with Carrefour, Shanghai Lianhua has a 45% stake in supermarket Shanghai Carhua. Through collaboration with this international leader, Shanghai Lianhua has acquired western management skills. Furthermore, Shanghai Lianhua is blessed with local market knowledge and good understanding of mainland consumers' habits. This is definitely an advantage over its western counterparts.

Riding on growing affluence in China, Shanghai Lianhua is set to benefit from changing consumer patterns. While in the past, the Chinese used to shop in wet markets for fresh food, there is a growing trend to purchase more from supermarkets for hygiene and health reasons. Rising car ownership could encourage more Chinese to shop in supermarkets and hypermarkets.

Table 43 Company Shares 2002-2003 



% value
	
	2002
	2003

	Hypermarkets 
	1.8
	2.3

	Supermarkets 
	1.5
	1.8

	Convenience stores 
	1.7
	2.5




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

Shanghai Friendship is the major shareholder with a 37% stake, followed by Shanghai Industrial Commercial Network with a 72.6% stake and Mitsubishi Corp with a 7.4% stake. The Shanghai government recently decided to merge the parent companies of Shanghai Lianhua, Hualian, Shanghai Material Trading Centre and Shanghai No.1 Department Store. Although Shanghai Friendship and Shanghai Industrial Commercial Network have established a non-competition undertaking with Lianhua, there remains a potential threat.

There has been strong sales growth, with a 30.3% increase in total sales in 2002 and a 35% increase in total sales in 2003. In 2003, the group opened around 900 new outlets, mainly convenience stores. However around 200 outlets were also closed by the end of 2003 due to the level of business or adjustments in the outlets. By the end of 2003 there were 2,402 outlets, showing an increase of 41.11% compared with 2002. The rapid increase in the number of outlets was higher than that of the total sales, owing to the reduction in sales per outlet. 

Shanghai Lianhua, a subsidiary and one of the main enterprises under the Friendship Group, is currently the largest supermarket chain in China. Shanghai Lianhua's development has reached an incredible annual increase rate of 30%. By December 31, 2003, Shanghai Lianhua had 2,402 stores and its total sales area reached 903,000 square meters. 

In 2003, Shanghai Lianhua was at the top ranking retailer in China, in terms of sales volume, and it is anticipated to keep that advantageous position in 2004. Shanghai Lianhua was the first enterprise among Chinese supermarkets to be awarded the ISO9002 International Quality Certification, and it also takes the lead in establishing the most advanced information management centre for intelligent logistics and distribution.

Table 44 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million
	14,063.4
	18,330
	24,745.5

	Average weekly sales 
	RMB million
	270.5
	352.5
	475.9

	Sales per outlet 
	RMB million
	12.7
	10.8
	10.3

	 
	
	
	
	

	Sales per sq m 
	RMB
	27,848.3
	26,185.7
	27,403.7

	Number of outlets 
	
	1,104
	1,702
	2,402

	Total assets 
	RMB million
	688.9
	1,065.8
	1,456

	Total sales area 
	Sq m
	505,000
	700,000
	903,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

At the end of 2003, Shanghai Lianhua had accrued profit of RMB519.7million and profit per square metre was increased from RMB1,126 in 2002 to RMB1,179.5 in 2003. The company derives 42% of its net earnings from associate, Carhua. Such heavy reliance on its associate raises earnings-related risks. Furthermore, the group has a low business margin, which is typical of retail/consumer companies in China. The low business margin means there is limited room for mistakes within the operation.

The company had net cash of RMB135.7million in 2002, but requires a CAPEX of RMB3.4 billion. The company has a low current ratio of 0.5x, which could be a problem if working capital is mismanaged.

Similar to other Chinese retailers, Shanghai Lianhua achieved a low net margin of 2.1% in 2003. For Shanghai Lianhua, the biggest weakness is its logistics problem. Due to too many links in the logistics chain, the cost is very high. However, this problem will hopefully be solved leading to an increase in the net margin percentage in 2004. 

Shanghai Lianhua's margin was slightly lower in 2003, than in 2002, due to the SARS outbreak. Also, although Shanghai Lianhua achieved several sales through its free delivery service, this also accrued logistics costs, which maybe reduced the net margin further. 

Table 45 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit 
	RMB million
	267.2
	403.3
	519.7

	Profit per sq m 
	RMB
	1,133.1
	1,126
	1,179.5

	Gross margin 
	%
	12.7
	13.5
	14.2

	Net margin 
	%
	1.9
	2.2
	2.1

	Return on total assets 
	%
	38.8
	37.8
	35.7

	Gearing ratio  
	%
	0.59
	0.51
	0.53




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

The company is set to expand beyond Shanghai and it plans to open 2,150 new stores over 2004-2005. An increase in the number of stores would be a future earnings driver. Further expansion could also lead to economies of scale and hence an improvement in margins. 
8.2 Shanghai Friendship Group Incorporated Company

Company factfile

Shanghai Friendship Group Incorporated Company, formerly named Shanghai Friendship Hua Qiao Co Ltd, hereafter called Friendship Group, was established in 1952 and restructured in 1993. It's A Shares and B Shares were listed and traded on the Shanghai Stock Exchange on February 4, 1994 and January 5,1994 respectively. In December 2000, the company was renamed to take its current corporate name. 

As a retail business, Friendship Group is the strongest player in China. However, between 80-90% of sales and profit come from one of subsidiary, Shanghai Lianhua Supermarket. Besides Shanghai Lianhua Supermarket, the other subsidiaries of Friendship Group are not performing so well, with some of them even suffering losses. 

In 2000, through the foreseen re-incorporation of its outperforming resources, the company succeeded in shifting its business from a traditional department store operation to a retail chain operation. In doing so the company laid down the framework for its future development and decided upon the following five core businesses to support its development: 
  Food and commodities supermarket chain stores with benchmarks such as Lianhua Supermarket Co Ltd, which is currently the largest supermarket chain in China;

  Specific-commodity-oriented shopping mall chain stores with benchmarks such as Homemart Decoration Materials Supermarket Co Ltd;

  Department stores with modern and featured elements, and brand development chain stores with benchmarks such as Shanghai Friendship Department Store Co Ltd;

  Community shopping centre chains supported with modernised logistics, resource allocation and e-commerce systems with benchmarks such as Friendship Shopping Centre.

In 2001, the company started its nation-wide market development strategy on all fronts.

Summary 7 Company Factfile 2003 



	Ownership: 
	Friendship Group

	Country of origin: 
	Shanghai, China

	Retail sectors of activity:  
	Supermarket, Hypermarket, Specialty stores, Department stores 

	Principal fascia:  
	Homemart (Furnishing specialty stores) Lianhua (Supermarket),Friendship Dept(Dept Stores), Friendship South Shopping City(Hypermarket)





Source: Euromonitor from company annual reports
Market position

The company's main business comprises of the operation of chained supermarkets and general department stores, and sales of decoration materials. The company also participates in imports and exports, catering, sales of old and new craft items, gold and silver goods, furniture and curios. The company, with commercial retailing as its main business, is currently a listed enterprise with the largest retail volume in China. 

Furthermore, the company's main subsidiary, Lianhua Supermarket, realised the following five 'firsts' in domestic retailing:

  the first large-scale chained supermarket in China;

  the first enterprise to achieve ISO-9002 International Quality System status in the domestic supermarket industry;

  the enterprise with the largest number of chain stores in China;

  had the first large-scale delivery centre, forming wise cyber system management; 

  the first chained supermarket which explored an e-commerce system.

As a major retailer in China, the company's main business is in supermarkets and its market share for supermarkets was 1.76% in 2003 due to its successful market strategy, showing a slight increase compared to 2002. 

Homemart is Friendship Group's own fascia in home furnishing. Homemart's major business is in Shanghai and the surrounding provinces. Although competition in home furnishing is very fierce, Homemart still maintained its position and increased its share in home furnishing slightly in 2003. 

The company's other major business type, department stores, saw a reduction in share in 2003 to 0.11% due to supermarkets and hypermarkets. 

Table 46 Company Shares 2002-2003 



% value
	
	2002
	2003

	Supermarket 
	1.52
	1.76

	Home Furnishing 
	3.09
	3.29

	Department  
	0.29
	0.11




Source: Euromonitor from company annual reports

Sales performance

The company's main subsidiary, Lianhua Supermarket, has been ranked as number one in China regarding its sales volume, many times. In 2001, the sales volume of Lianhua Supermarket reached RMB14 billion, and Lianhua Supermarket became the only commercial enterprise in China whose sales volume exceeded 10 billion.

Homemart, one of the largest decoration-oriented supermarkets in China, has adopted an advanced chain management system. By possessing ten shopping malls and one professional interior decoration company, Homemart is capable of providing a one-stop service connecting distribution of decoration materials, design and construction work. As China's economy develops, Homemart is set to show great potential.

Friendship Department Store, another subsidiary of Friendship Group, is the parent company of several wholly owned entities or joint ventures, including Shanghai Friendship Shop and Hongqiao Friendship Shopping Center. Friendship Department Store's branches are mainly located in Shanghai's prosperous business districts and main residential areas. Friendship Department Store currently occupies a total sales area of over 100 thousand square meters. Friendship Department Store sells more than 80 thousand different commodities and is recognised both at home and abroad.

Friendship South Shopping Mall, which possesses a gigantic sales area of 80-thousand square meters, was the first shopping mall in Shanghai. Friendship-South Shopping Mall has become a new mode of business in domestic retailing. 

By the end of 2003, the company, as a whole, had 2,442 outlets. In 2002, the company had 1,127 city stores and 593 stores outside of the city. In 2003, the company increased its total number of stores to 2,442, adding stores both in and outside of cities.

Table 47 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million
	16,126
	20,923
	26,957

	Average weekly sales  
	RMB million
	310.1
	402.4
	518.4

	Sales per outlet 
	RMB million
	14.39
	12.16
	11.04

	Sales per sq m 
	RMB
	21,501.3
	21,794.8
	20,736

	 
	
	
	
	

	Number of outlets  
	
	1,121
	1,720
	2,442

	Total assets 
	RMB million
	3,457.4
	4,794.8
	6,320.1

	Total sales area 
	Sq m
	750,000
	960,000
	1,300,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

At the end of 2003, the company's total equity amounted to 330,151,300 shares, among which 106,040,000 were state-owned shares, accounting for 32% of the total equity; 15,613,800 were legally-owned shares, accounting for 5% of the total equity; 82,820,500 were traded A Shares, accounting for 25% of the total equity; 125,677,000 were traded B Shares, accounting for 38% of the total. Shanghai Friendship (Group) Company is the shareholder of the company's state-owned shares and hence the biggest shareholder of the company.

At the end of 2003, Friendship Group had achieved a profit of RMB280.4 million, an increase over 2002. Profit per square metre fell from RMB85.94 in 2001 to RMB77.23 in 2003.

Similar to other Chinese retailers, Friendship Group also achieved a low net margin in 2003, of 1.04%. For Friendship Group, the weakness was due to logistical problems. Due to too many links in the logistics chain, the costs were very high. This problem should hopefully be solved in 2004 by Shanghai Bialian Group, the new mergers and acquisitions group, with help from Shanghai Material Trade Centre and its experience of advanced management logistics, thereby helping Friendship Group to obtain a higher margin percentage.

Table 48 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit 
	RMB million
	191.2
	165.9
	280.4

	Profit per sq m 
	RMB
	93.47
	85.94
	77.23

	Gross margin 
	%
	11.5
	8.4
	13.8

	EBITDA margin 
	%
	7.94
	5.2
	1.2

	Net margin 
	%
	1.19
	0.79
	1.04

	Return on total assets 
	%
	5.53
	3.46
	4.44




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

According to the company's 2001-2003 development plan, its business focus was on the following:

  Business structure. The company should further expand its core businesses: grocery supermarkets, construction material oriented supermarkets and department stores; and, at the same time, accelerate its extension into shopping centres and e-commerce.

  More exposure to the nationwide market. The company should focus its exploration on and expand its efforts towards the national market, and increase its occupation rate. It also aimed to re-shape its corporate structure, managing procedure, operation flow and information systems, and make its enterprise culture more adaptable.

  Achieve first-tier retailing posts and business performance. The company's main retailing posts, operational and financial index are in leading positions compared to its domestic peers.

  Achieve comparatively strong competitiveness. This is highlighted by the following elements which are in an advanced position compared with the company's domestic peers: supply chain management based on quality control, a business operation system founded on standardised service, information control through prompt, accurate sharing of resources, a delivery system based on speedy circulation, low costs and high efficiency, and appropriate management of fresh foods.

  A strong risk prevention strategy. The company's capability in preventing and controlling risks has enabled it to become more adaptable to a market-oriented economy.

To achieve these five objectives, Friendship Group will join a new retailing group, Shanghai Bailian Group, which will become the biggest group within China's retailing industry. After joining the Bailian Group, Friendship Group will become more effective on logistics grounds with help from Shanghai Material Trade, which also joined Bailian Group. A solution to its logistical problems should help Friendship Group to reduce its operational costs. 

The five strategies to be implemented in 2004-2006 are as follows: development of core businesses as first priority; strengthening of the company's presence in Shanghai and further exploration nationwide; promotion of core competitiveness; rapid expansion of capital operation; and an aggressive strategy of attracting talent.

According to the Company's five-year development plan, it started its national development strategy in 2001.
8.3 Shanghai Hualian Supermarket Co Ltd

Company factfile

Shanghai Hualian Supermarket Co Ltd, hereafter called Hualian Supermarket, was the first chained supermarket company to share the stock of Shanghai A shares. Hualian 's management principle is 'Low cost, Low devotion, High benefit'. It insists on a low cost policy, which it implements through franchise stores. Hualian Supermarket comprises of a group of supermarkets, hypermarkets and convenience stores. At the end of 2003, Hualian Supermarket had 20 branch companies in China, and 1560 outlets. Its business covers more than 10 provinces and cities in China. Hualian Supermarket's main business is chained supermarkets. Hualian Supermarket was established in Jan 1993. Its city of origin is Shanghai and its principal fascia is Hualian. 

Hualian Supermarket is another strong supermarket chainstore after Shanghai Lianhua. The company has a free delivery hotline. Customers call the hotline, place a telephone order, and the store delivers the merchandise free-of-charge, directly to the customer's home. At the height of the SARS epidemic, customers did not want to go out in public, therefore the free delivery service proved profitable for the company.

Summary 8 Company Factfile 2003 


	Ownership: 
	Shanghai Hualian Supermarket

	Country of origin: 
	Shanghai

	Retail sectors of activity:  
	Supermarket, Hypermarket, Department Store, Convenience Stores

	Principal fascia:  
	Hualian, 962828(Free delivery hotline)





Source: Euromonitor from company annual reports
Market position

The strongest advantage of Hualian Supermarket is its franchise stores. The company uses franchise stores to pass sales straight to the franchise member stores, along with access to its fascia.

By the end of 2003, Hualian Supermarket franchise stores numbered more than 1,000, covering more than 10 provinces and cities. The company's development strategy, although based in East China, is to radiate across the whole country.

Under directional service and support from Hualian Supermarket, the performance of many franchise member stores showed a marked increase. According to Hualian Supermarket's information, 300 franchise member stores were losing business or going to close down. After joining Hualian Supermarket, 92% of stores entered a payoff period, 6% of stores achieved balance between profit and loss, and 2% of stores reduced their losses rapidly.

The main competitor of Hualian Supermarket is Shanghai Lianhua Supermarket. Both companies are in the same city, Shanghai, and their core business is supermarkets. Hualian Supermarket will attempt to compete with Shanghai Lianhua Supermarket by increasing the number of its outlets and placing them in more locations near to the community. Another method is to spread its outlets outside of Shanghai.

Table 49 Company Shares 2002-2003 



% value
	
	2002
	2003

	Supermarkets 
	0.9
	1.1

	Department stores 
	0.5
	0.6

	Convenience stores 
	0.6
	0.1




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

'To be bigger, to be stronger, to be better' is the strategic target of Hualian Supermarket. When the company was established, total sales amounted to less than RMB100 million, then sales grew to RMB12.5 billion in 2003. Now, the company's economic structure, sales performance and profit level have become leading examples in China. 

At the end of 2003, Hualian Supermarket achieved total sales of RMB12.5 billion, showing an increase of 22% compared with 2002. Hualian Supermarket's strength lies in franchise chain stores. Between 2000-2003, the development speed of its franchise stores was the fastest out of all types of retail. In 2001, Hualian Supermarket had 799 stores, mainly its own supermarkets, but in 2002 the company changed its operating policy to franchise chain stores, in order to absorb some small chain stores which were not doing so well in business, thereby providing technical support and service to improve their economic performance. This was also a good way for Hualian Supermarket to increase its number of outlets at the lowest cost. Under this strategy, Hualian increased its outlets by 48% in 2002, and saw a further increase of 29% in 2003.

However, sales did not develop as rapidly as the number of outlets, which led to a decrease in sales per outlet. In line with the development in the number of outlets, the sales area also increased very rapidly, which in turn led to a decrease in sales per square metre. 

Table 50 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million
	8,504
	10,250
	12,500

	Average weekly sales 
	RMB million
	163.5
	197.1
	240.4

	Sales per outlet 
	RMB million
	10.4
	8.5
	8

	Sales per sq m 
	RMB
	19,351.5
	15,263.2
	14,702.4

	 
	
	
	
	

	Number of outlets 
	
	818
	1,210
	1,560

	Total assets 
	RMB million
	1,136.4
	1,239.7
	1,358.2

	Total sales area 
	Sq m
	439,450
	671,550
	850,200




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

At the end of 2003, Hualian Supermarket achieved a profit of RMB79.76 million, showing little change from 2002. Profit per square metre fell from RMB137.7 in 2001 to RMB93.8 in 2003.

Hualian Supermarket also saw a low net margin of 0.64% in 2003. For Hualian Supermarket, just as with other leading retailers, its biggest weakness is in logistics, owing to too many links in the logistics chain, thus making the cost very high. However, help should be on its way in 2004, in the form of Shanghai Bailian Group and Shanghai Material Trade Centre and its advanced management experience of logistics.

In 2003, Hualian's net margin was lower than in 2001 and 2002, due to the SARS outbreak. Although Hualian achieved many sales through its free delivery service, it also accrued more costs on logistics, which maybe reduced the margin further. 

Table 51 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit  
	RMB million
	60.5
	80.6
	79.76

	Profit per sq m 
	RMB
	137.7
	120.0
	93.8

	Gross margin  
	%
	11.5
	12.1
	13.6

	EBITDA margin 
	%
	6.87
	9.61
	1.26

	Net margin 
	%
	0.71
	0.79
	0.64

	Return on total assets 
	%
	4.4
	5.4
	3.5




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

Under strong threats from many multinational retailers such as Wal-Mart, Carrefour, Metro and Trust-Mart, Hualian Supermarket joined a new group, Shanghai Bailian Group, through mergers and acquisitions in April 2003. Shanghai Bailian Group hopes to be listed on the Shanghai Stock Exchange in 2004 which should enlarge its total assets. 

Hualian Supermarket will open more outlets in 2004 especially outside of Shanghai, because there are threats not only from foreign retailers, but also from domestic retailers. The main plan for expansion of Hualian Supermarket will be to absorb more small chain stores and help them become franchise member stores in 2004. In this way Hualian Supermarket can obtain the highest profit at the lowest cost because the small chain stores already have a formal system in place with experienced staff. 

Hualian Supermarket will also open some hypermarkets in Shanghai or Beijing in 2004 to compete with others competitors. There is a strong chance that its core business will focus on electrical products. 

8.4 Shanghai No.1 Department Co Ltd

Company factfile

Shanghai No.1 Department Co Ltd, hereafter called Shanghai No. 1, is a large scale retail corporation comprising of department stores, wholesale, groceries, hotels, estates, travel, medicine, storage, import and export trading, and production. Shanghai No.1 Department store's principal fascias are 'Shanghai No.1' and 'Shanghai No.1 Ba Bai Ban', Shanghai No.1 manages more than 100,000 kinds of products. Shanghai No.1 has been one of the leading retailers in China since 1950.

Summary 9 Company Factfile 2003 


	Ownership: 
	Shanghai No.1

	Country of origin: 
	Shanghai 

	Retail sectors of activity:  
	Department Store, wholesale, grocery, hotel, estate, travel, medicine, storage, import/export trading, and production

	Principal fascia:  
	Shanghai No.1 Shanghai No.1 Ba Bai Ban 





Source: Euromonitor from company annual reports
Market position

Shanghai No.1 is one of the oldest retailers in China. It began its operations in the 1950's, starting its business from a department store. Based on traditional local culture, Shanghai No.1 expanded its businesses into travel and grocery etc.

The main competitor of the company is Shanghai New World Department Store, which is opposite Shanghai No.1, in the same street. Shanghai New World is a new department store, with a new and younger shopping style. Although it is a young department store, it achieved good results in a short time. Many of its customers come from Shanghai No.1's old customer base. 

The strength of Shanghai No.1 is that it is a famous, old brand, which has left a deep impression of good standing in consumers' minds. Its history is also another strength known even to overseas tourists. However, the history of Shanghai No.1 is also its biggest weakness. The shopping environment is dark, old and dirty in consumer's opinions, which causes them to give up on the idea of shopping there. 

Table 52 Company Shares 2002-2003 



% value
	
	2002
	2003

	Department store 
	2.27
	2.14




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

Shanghai No.1 saw a reduction of 3% in total assets in 2002 over the level of total assets in 2001, mainly due to group restructuring whereby some poorly performing outlets were sold.

Total sales increased over the review period, rising by 40% in 2002 and 4.5% in 2003. Shanghai No.1 opened a new building next to its mother building in 2003 with a new and younger shopping environment in order to compete with Shanghai New World Department Store. However, total sales were still in line with those of 2002, the main reason being the SARS outbreak in the middle of 2003. Shanghai No.1's main consumers are tourists from other cities in China and tourists from abroad. 

Table 53 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million 
	7,199.1
	10,100
	10,550

	Average weekly sales 
	RMB million 
	138.4
	194.2
	202.9

	Sales per outlet 
	RMB million 
	205.7
	273
	270.5

	Sales per sq m 
	RMB 
	25,574.1
	34,237.3
	34,590.2

	 
	
	
	
	

	Number of outlets 
	
	35
	37
	39

	Total assets  
	RMB million 
	3,901.9
	3,784.9
	3,801.2

	Total sales area 
	Sq m
	281,500
	295,000
	305,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

In 2002, the company's profit reduced by 5.3%, owing to competition from other retailers and a change in taxation. The government changed the taxation rate from 15% to 33% in 2002. 

In 2003, the company achieved a higher gross margin compared with previous years, but its complex logistics cycle meant it achieved a very low net margin of only 0.9%. 

Table 54 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit 
	RMB million
	92.4
	87.5
	98

	Profit per sq m 
	RMB
	328.2
	296.4
	321.3

	Gross margin 
	%
	9.6
	7.8
	10.3

	EBITDA margin 
	%
	3.3
	3.9
	1.4

	Net margin 
	%
	1.3
	0.9
	0.9

	Return on total assets  
	%
	1.8
	1.3
	1.7




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

In the face of strong competition from domestic and foreign retailers, Shanghai No.1 always tries to find ways to exit in the future when retailing in China is opened to foreign retailers, without any protection. 

On management experience, Shanghai No.1 cannot compete with large retailers such as Wal-Mart or Carrefour, but it does have the advantage of strong knowledge of local consumers' expenditure habits. 

After joining the Shanghai Bailian Group, which began its business in September 2003, Shanghai No.1 will retain its name and hopes to compete with foreign retailers after the restructuring. 
8.5 Beijing Wangfujing Department Store Co Ltd (Group)

Company factfile

Beijing Wangfujing Department Store Co Ltd (Group), a comprehensive public company mainly engaged in retailing through department stores, was listed on the Shanghai Securities Exchange (SSE) in May, 1994, and selected as a sample of SSE 30 indexes. It joined the Beijing Holding Company Ltd in May 1997 and became listed in Hong Kong. On September 19, 2000, Beijing Wangfujing Department Store Co Ltd (Group) merged with the Dong An Group, resulting in one of the largest retail department store groups.

Beijing Wangfujing Department Store Co Ltd (Group), hereafter called Wangfujing Department Store, owns 16 sole and holding enterprises and operates eight large department stores including Beijing Department Store, Beijing Dong An Plaza, Beijing Chang An Market, Beijing Shuangan Mall, Beijing Haiwen Wangfujing Department Store, Guangzhou Wangfujing Department Store, Wuhan Wangfujing Department Store and Chengdu Wangfujing Department Store. In addition, Wangfujing Mansion is under construction, and will be open in 2003. Moreover, Beijing Hongye Real Estate Company and Shenzhen Wangfujing Import & Export Trade Company, two sole-venture subsidiaries under the group, are important forces in helping the group to perform its multi-faceted development strategy. Wangfujing Department Store has developed into a share-holding group mainly engaged in department store retailing but it is also involved in real estate, import and export trade, advertising, grocery and beverages, and service.

Wangfujing Department Store felt the pressure and competition of retailing especially after China's entry into the WTO, which is why it wants to develop other businesses and enhance its competitive position while waiting for fiercer competition over the next five years. 

Summary 10 Company Factfile 2003 


	Ownership: 
	Beijing Wangfujing Department Store Co Ltd

	Country of origin: 
	Beijing

	Retail sectors of activity:  
	Department

	Principal fascia:  
	Wangfujing





Source: Euromonitor from company annual reports
Market position

The company tends to serve national middle-class customers with all kinds of cheap but quality goods. All new stores keep the same features, while simultaneously making efforts to meet local requirements as soon as possible and showing unique local products.

The company aims to construct a first-grade Beijing-based chain-sale network throughout the golden locations in the central cities in southern, south-western, middle and eastern China, then expanding second-grade networks around the cities.

As the major business of Wangfujing Department Store, department stores showed good performance in the review period, and increased its value share from 0.94% in 2002 to 1.07% in 2003. 

Table 55 Company Shares 2002-2003 



% value
	
	2002
	2003

	Department store 
	0.94
	1.07




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

Wangfujing Department Store is one of the most famous retailers in China, with comprehensive strength. At the end of 2003, the company achieved total sales of RMB5.4 billion, which meant growth of total retail sales was 28% in one year. The main reason for this high growth was the opening of six new department stores in 2003. 

Table 56 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million
	3,105
	4,222.8
	5,405

	Average weekly sales  
	RMB million
	59.7
	81.2
	103.9

	Sales per outlet 
	RMB million
	345
	301.6
	103.9

	Sales per sq m 
	RMB
	21,413.8
	25,225.8
	27,025

	 
	
	
	
	

	Number of outlets 
	
	9
	14
	20

	Total assets 
	RMB million
	2,999.4
	3,049.5
	3,257

	Total sales area 
	Sq m
	145,000
	167,400
	200,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

Over 2001-2002, the net margin of the company fell from 2.26% to 1.38%, and in 2002 the profit of the company decreased to RMB58.3 million, what meant profit decreased 17% from the previous year. The main reason for the decrease in profit was the failure of the company's marketing strategy in 2002. However, profit picked up in 2003, increasing 15% to RMB67.1 million.

Table 57 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit 
	RMB million
	70.2
	58.3
	67.1

	Profit per sq m  
	RMB
	484.1
	348.3
	335.5

	Gross margin  
	%
	18
	15
	13

	EBITDA margin 
	%
	1.72
	1.62
	1.08

	Net margin 
	%
	2.26
	1.38
	1.24

	Return on total assets 
	%
	2.34
	1.91
	2.06




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

Wangfujing Department Store is based in northern China, mainly covering the Beijing, Tianjin, and Hebei provinces. The biggest Chinese retailer, Shanghai Lianhua, is not in direct competition owing to different areas of business. 

In 2004, Wangfujing Department Store will also try to expand its business in the northern area and within its business range, based on local culture. 
8.6 Shanghai Nong-gong-shang Supermarket Co Ltd

Company factfile

Shanghai Nong-gong-shang Supermarket Co Ltd was established in April 1994. After ten years in operation, it holds total assets of over RMB2 billion. The company was ranked 12th in the Top 100 Shanghai corporations 2002. 

The core business of the company is in hypermarkets and convenience stores. The company has its own brands namely, Nong-gong-shang Supermarket, Alldays convenience stores, 5 RMB discount stores, p costume, Jiu-jiu Specialty stores, and Zhende food. 

By the end of 2003, the company had more than 1,000 outlets, covering more than six provinces in China. The main products of the company are in agriculture and food. 

Summary 11 Company Factfile 2003 


	Ownership: 
	Shanghai Nong-gong-shang Supermarket Co Ltd

	Country of origin: 
	Shanghai 

	Retail sectors of activity:  
	Supermarket

	Principal fascia:  
	Nong gong shang (Supermarket, Hypermarket); Alldays (Convenience Stores) 5 RMB(discount store) p (costume)





Source: Euromonitor from company annual reports
Market position

Shanghai Nong-gong-shang Supermarket was established in 1994. It started with 48 staff and a bank loan of just RMB2 million. After ten years in operation, it become a company with more than 20,000 staff, more than RMB10 billion in total sales and total assets of over RMB2 billion. At the end of 2003, it achieved profit of RMB128.5 million. 

The company separates its business into three main brands, namely, Nong-gong-shang Supermarket/Hypermarket, Alldays convenience stores and 5 RMB discount stores. 

Its main competitors are Shanghai Lianhua and Shanghai Hualian, as well as foreign grocery retailers such as Carrefour, Lotus Supercenter, Trust-mart and Metro. 

Owing to its management and logistics, Nong-gong-shang Supermarket achieved good results in 2003 even under the threat of SARS, with its amount of total sales exceeding RMB10 billion, increasing 20% over 2002. 

The strength of the company lies in its agriculture base as the company has lower costs than other retailers. Furthermore, Shanghai Nong-gong-shang Supermarket also has policy support from the government. 

Nong-gong-shang Supermarket put a lot of effort into developing its hypermarkets, which go under the operation name of Nong-gong-shang Supermarket. Its share in hypermarkets in 2002 was 1.58%, but it reduced slightly in 2003 to 1.56%. 

Convenience stores are another focus of the company, The market share of convenience stores almost doubled in 2003 and total retail sales through its convenience stores was around RMB1 billion. 

Supermarkets form the basic and major business of the company, although the company's business started later than that of other competitors such as Shanghai Lianhua Supermarket and Shanghai Hualian Supermarket. In 2003, the market share of its supermarkets was 0.53%, slightly increasing from 2002. 

Table 58 Company Shares 2002-2003 



% value
	
	2002
	2003

	Hypermarket 
	1.58
	1.56

	Convenience stores 
	0.57
	1.02

	Supermarket 
	0.51
	0.53




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

Shanghai Nong-gong-shang Supermarket's total sales reached RMB6.1 billion, in 2001, with the company ranking third in supermarkets. The company was further developed in 2002 and 2003, realising total sales of RMB8.4 billion and an increase by 37% and RMB10.1 billion and an increase by 20% respectively. 

Total sales growth was lower in 2003 than in 2002, owing to the SARS outbreak. However, growth of 20% was still very high compared to others retailers. In 2003, most other retailers either witnessed a reduction in sales or sales remained level with 2002. 

The number of outlets grew very rapidly, by 180% from 2001 to 2003. Total assets also saw growth of 64% between 2001 and 2003. The main reason for this was management strategies. 

Sales mainly come from hypermarkets, however, convenience stores, with the advantage of rapid growth and low costs, look set to become the growth engine of the company in 2004. 

Table 59 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales  
	RMB million
	6,117.7
	8,400
	10,100

	Average weekly sales 
	RMB million
	117.6
	161.5
	194.2

	Sales per outlet 
	RMB million
	16.3
	12.8
	9.6

	Sales per sq m 
	RMB
	9,063.3
	10,980.4
	9,619

	 
	
	
	
	

	Number of outlets 
	
	375
	655
	1,050

	Total assets 
	RMB million
	1,250
	1,635
	2,050

	Total sales area 
	Sq m
	675,000
	765,000
	1,050,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

Shanghai Nong-gong-shang Supermarket, similarly to others retailers, saw a low margin in 2003 of 1.3%. However, with the development of the company's total sales and expansion into others cities and provinces, the company witnessed strong growth in profit. 

The main reason behind the strong growth in profit was the growth of outlets outside of Shanghai. Owing to low labour costs and low housing rents, the company achieved much higher profit from its outlets outside of Shanghai compared with the outlets in the Shanghai area. Total profits grew 60% between 2001 and 2003.

Another important reason for the growth in profit is that when the company opens new outlets outside of Shanghai, it tries to find local suppliers in order to reduce the cost of logistics. 

Table 60 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit 
	RMB million
	80.5
	95.6
	128.5

	Profit per sq m 
	RMB
	119.3
	125.0
	122.4

	Gross margin 
	%
	11.1
	12.5
	10.5

	EBITDA margin 
	%
	5.6
	3.5
	4.2

	Net margin 
	%
	1.3
	1.1
	1.3

	Return on total assets 
	%
	6.4
	5.9
	6.3




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

With total assets of over RMB2 billion, Shanghai Nong-gong-shang Supermarket aims to be listed on the Shanghai Stock Exchange in 2004 or 2005, which will make it a stronger competitor against both domestic and foreign retailers. 

The company is still going to develop its business base of agricultural products and it plans to join department stores in 2004, which it will base in community areas. 
8.7 Shanghai Yuyuan Tourist Mart Co Ltd

Company factfile

Shanghai Yuyuan Tourist Mart Co Ltd has more than 20 subsidiary companies. The company was established in 1992. It was formerly known as Lao Cheng Huang Miao Market, which had more than 100 years of history. It focuses on traditional Chinese culture and its business mainly covers gold jewellery, artwork, grocery, foodstuff, entertainment, Chinese and western medicine, estate, imports and exports and production.

Shanghai Yuyuan Tourist Mart also possesses many old principal fascias, which are famous in China and all over the world. 

Summary 12 Company Factfile 2003 


	Ownership: 
	Shanghai Yuyuan Tourist Mart Co Ltd

	Country of origin: 
	Shanghai

	Retail sectors of activity:  
	Commercial retailing

	Principal fascia:  
	Laomiao Gold, Yuyuan Tourist Mart, Tong Han Chun Tang ( Drugstore), Qiao Jia Shan (Foodstuff)





Source: Euromonitor from company annual reports
Market position

The company's core business is in the travel industry under which it is linked to gold jewellery, department stores, grocery, foodstuff, imports and exports, pharmaceuticals, artwork and estate.

Gold jewellery is the most important business for the company. In 2003, the value share of gold jewellery was 1.15%, a slight increase compared with 2002. 

Department stores are not the major focus of the company, but its department store still accounted for a value share of 0.07% in 2003. 

The strength of the company is its famous brand based on traditional local culture, which attracts many tourists every year. 

The company's weakness is the old structure of the building. It is too old to be restructured and the narrow, small shopping environment makes consumers less enthusiastic about shopping. 

Table 61 Company Shares 2002-2003 



% value
	
	2002
	2003

	Golden jewellery 
	1.07
	1.15

	Department 
	0.08
	0.07




Source: 1999-2002 from company annual reports
Note: 2003 year end data is preliminary

Sales performance

The company's total assets were reduced by RMB519.7 million, 14.5%, in 2002, due to the loss of three companies and the repayment of bank loans. In 2003, the company added 12 outlets, but also lost 4 outlets, bringing the final number that year to eight additional outlets. The total assets were also reduced in 2002 due to restructuring which caused the loss of three outlets. Another important reason why the total assets fell was the increase in taxation, in 2002, from 15% to 33%.

In 2003, the company's total sales fell slightly, by 1.3%, after rising 30% in 2002. There were two main reasons for the decline in retail sales in 2003. One was company restructuring; the other was the SARS outbreak, which impacted the travel industry strongly. 

Table 62 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million
	4,987.2
	6,483.4
	6,400

	Average weekly sales 
	RMB million
	95.9
	124.7
	123.1

	Sales per outlet 
	RMB million
	71.2
	97.8
	85.3

	Sales per sq m 
	RMB
	10,477.3
	14,442.9
	12,457.4

	 
	
	
	
	

	Number of outlets  
	
	70
	67
	75

	Total assets 
	RMB million
	3,585.7
	3,066
	3,569.3

	Total sales area 
	Sq m
	476,000
	448,900
	513,750




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

Although the company's total assets saw a reduction in 2002, profit was a little bit higher than in 2001. However, due to the SARS epidemic, profit fell 35% in 2003, to RMB80.5 million. Parts of the company's core business, such as travel and grocery, saw almost no sales during the SARS period from April to July 2003. As a result, profit per square metre also saw a reduction.

The net margin in 2002 was 1.9%, falling from 2.5% in 2001. The main reason for the reduction was that the government increased taxation from 15% to 33%.

Compared to other retailers, the company's margins are much higher. It was only in 2003, due to SARS, that the company's core business suffered, thus leading to a reduction in the net margin of total sales.

Table 63 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit 
	RMB million
	123.46
	124
	80.54

	Profit per sq m 
	RMB
	259.4
	276.2
	156.8

	Gross margin 
	%
	22.0
	15.0
	11.5

	EBITDA margin  
	%
	1.625
	1.901
	1.225

	Net margin  
	%
	2.48
	1.91
	1.26

	Return on total assets 
	%
	3.44
	3.08
	2.26




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

The company has various development plans for the 2004-2008 period. It plans to keep on pushing the adjustment of its structure and enhance the company's core competitive ability. It will focus on gold jewellery aiming to grow such business and make it stronger as well as steadily expand estate space. It will also increase and enhance grocery, develop its import and export business and try to find new sources of business.

It also plans to continue deepening the bond between internal and external sources to obtain the highest profit. The company will push development by inviting public bidding for large projects, as well as combine fascia and take over good quality capital sources. It also wants to develop commerce based on traditional travel culture.
8.8 Dashang Group Co Ltd

Company factfile

Dashang Group Co Ltd is one of the biggest commercial groups in China and it was the first company in Dalian city to be listed on the Shanghai Stock Exchange. 

The company has a staff force of more than 20,000 and 42 outlets. The core business of the company is department stores, which cover 17 cities in northern China. At the end of 2003, total sales reached RMB13.6 billion, which kept the company in the leading position in northern China for the eighth time. 

In 2001, the company began to build supermarkets in north-east China and northern China, which developed rapidly. The company also has some other business in hotels and estate.

Summary 13 Company Factfile 2003 


	Ownership: 
	Dashang Group Co Ltd

	Country of origin: 
	Dalian city, Liaoning province 

	Retail sectors of activity:  
	Department stores, supermarket, 

	Principal fascia:  
	Xin-Mart, Dashang 





Source: Euromonitor from company annual reports
Market position

The company is located in Dalian city in Liaoning province. It expanded its business to cover all of north-east China, which put it in the No.1 position for eight years. 

In North China, the company has almost no real competitors, although there are some multinational retailers such as Carrefour. Dashang Group still controls the main cities' department stores, and it plans to develop supermarkets/hypermarkets to resist competition from foreign competitors or other domestic competitors. 

The strength of the company lies in its 60-year history. In the North the company has a very good and loyal customer base. It is very easy for the company to develop new products and new ideas based on traditional local culture and attract consumers. 

The company's main weakness is its lack of modern management experience. The structure of its department stores is behind in fashion. When the large department store players, such as Shanghai Baisheng Department Store and Shanghai Pacific Department Store, enter the North, offering a fashionable and modern shopping environment and style, this is certain to attract a large group of younger generation consumers. 

At the end of 2003, retail sales from Dashang Department store held a 2.40% share, which meant 20% growth compared with the share in 2002. The main reason for the rapid growth was the aggressive policy of Dashang Group. According to the president of the company, the main operation policy was to merge, as much as possible, high performing local department stores, in order to expand its business into one area, more easily and quickly. 

As for hypermarkets, its share also increased rapidly in 2003, due to the aggressive policy of Dashang Group.

Table 64 Company Shares 2002-2003 



% value
	
	2002
	2003

	Department store 
	2.01
	2.40

	Hypermarket 
	0.47
	0.59




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

In 2003, Dashang Group achieved total sales of RMB13.6 million, which meant an increase of 36% compared with 2002. The main reason for this success, even under the threat of SARS, was expansion. 

In 2003, the company added 12 outlets. Five of the new outlets are department stores, which cost nearly RMB500 million, two of the new outlets are new hotels in northern China and the other five new outlets are through mergers and acquisitions. 

The development plan of the group is to build a north-eastern store network. By the end of 2003, half of the plan was almost complete. 

Table 65 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million 
	7,500
	10,000
	13,600

	Average weekly sales  
	RMB million
	144.2
	192.3
	261.5

	Sales per outlet 
	RMB million 
	340.9
	333.3
	323.8

	Sales per sq m 
	RMB
	18,270.4
	19,230.8
	20,000

	 
	
	
	
	

	Number of outlets  
	
	22
	30
	42

	Total assets 
	RMB million
	2,494.2
	3,943.4
	4,226.1

	Total sales area 
	Sq m
	410,500
	520,000
	680,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

With the successful growth in total sales of 2003, the company also achieved a profit of RMB194.7 million, which showed an increase of 38.5% compared with 2002. However, the net margin of the company was still very low at 1.4%, mainly due to complex logistics and too many staff members. 

Because the company is an old company with more than 60 years of history, and owing to the government policy in northern China, it has to pay many salaries and allowances to retired staff every year, which makes the net margin very low. 

Table 66 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit 
	RMB million
	112
	140.5
	194.7

	Profit per sq m 
	RMB
	272.8
	270.2
	286.3

	Gross margin 
	%
	10.5
	9.6
	11.5

	EBITDA margin 
	%
	3.1
	2.6
	5.3

	Net margin 
	%
	1.5
	1.4
	1.4

	Return on total assets 
	%
	3.6
	2.1
	4.6




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

By the end of 2005, the development targets of the company are to have more than 1 million square metres of sales area, to open 100 stores in 40 cities, to realise annual total sales of RMB20 billion, with RMB1 billion taxation, to complete its north-east store network and its northern store network and to expand its brand all over China. 

8.9 Wal-Mart China Co Ltd

Company factfile

In 1996, under authorisation from the China State Department, Wal-Mart established the first Wal-Mart Hypermarket and Sams Club in Asia, located in Shenzhen city, Guangdong province, China.

At the end of 2003, Wal-Mart opened 31 outlets including hypermarkets, clubs and community stores in China. However, because of government policy, Wal-Mart can not open any outlets in Shanghai. By the end of 2003, Wal-Mart had more than 10,000 staff in China.

With years of retailing experience and advanced management technology, Wal-Mart found many local wholesalers. 95% of Wal-Mart China's products are made in China.

Through global purchasing, Wal-Mart also exports Chinese products overseas every year. In 2002, Wal-Mart purchased more than USD12 billion in goods through direct or indirect means. These goods will be sold in Wal-Mart outlets all over the world.

Summary 14 Company Factfile 2003 


	Ownership: 
	Wal-Mart

	Country of origin: 
	U.S.A

	Retail sectors of activity:  
	Hypermarket, Sams Club, Community store

	Principal fascia:  
	Wal-mart, Sams Club,Walmart community stores





Source: Euromonitor from company annual reports
Market position

Wal-Mart entered China very early in 1996. After seven years of operation in China, Wal-Mart opened 31 outlets mainly in Guangdong Province. However, Wal-Mart still does not have any outlets in the biggest city, Shanghai, which has stronger purchasing strength. The reason for this is government policy. 

At the beginning of July 2003, Wal-Mart opened its first outlet in Beijing, a community store with 16,500 square metres of sales area over two floors and 1,300 packing places. 

In 2002, Wal-Mart Global realised total sales of USD245 billion placing it at Number One position in Fortune 500. Sales in China accounted for around USD1 billion, but Wal-Mart would like more. 

Wal-Mart is behind its competitor, Carrefour, in China. The biggest weakness is the separation of its outlets and its logistics. Wal-Mart traditionally places outlets outside of the city centre, as the benefit of a countryside location is the low cost of ground rent and labour. Its main target consumer group is the middle- and high-income earners who usually have private cars. However, in China, road construction and private car ownership are much lower than in other developed countries. The main battlefield of retailing in China is still the city centre. Regarding outlet location, Carrefour did much better than Wal-Mart in China. 

Another important reason why Wal-Mart is behind Carrefour is its clearance centre. In 1995, Wal-Mart, after trying to co-operate with the authorities in Shanghai, insisted on putting its clearance centre in Shenzhen city instead of Shanghai city, which meant that the Shanghai authorities lost taxation. This put Wal-Mart in a disadvantageous position in Shanghai, when a new policy was issued by the Shanghai authorities stating that the hypermarket could not set up in the centre of city.

Another weakness of Wal-Mart's is its distribution centre. Highly effective logistics centres are one of the most important reasons behind Wal-Mart's success in the world. Building many stores around one logistics centre means the logistics centre can exert its power to assure price advantages. However, this kind of modern distribution centre requires capital of around USD80 million, to support about 120 stores in a 300-mile catchment area. At the end of 2003, Wal-Mart had opened only 31 outlets. Furthermore, China is very big and Wal-Mart had only one distribution centre in Shenzhen city, which could only be used to half effect. The result of this situation is that Wal-Mart could not reduce the costs, which affect the final product price. 

The strength of Wal-Mart in China is its good relationship with the Government of China. In 2002, the export goods purchased by Wal-Mart exceeded USD12 billion, more than that of any other foreign enterprise in China. This large amount made many local governments hospitable to Wal-Mart. 

Another strength of Wal-Mart is that it has maintained a good business image. For suppliers, Wal-Mart never charges an entry fee, instead it teaches suppliers how to reduce their labour costs, how to improve product quality, and even shares Wal-Mart's information system. Wal-Mart does not want short-term profit, but rather long-term and durable value. Wal-Mart has not transferred the pressure to suppliers. 

Its hypermarkets held a 5.25% value share in 2003. The development of its hypermarkets was rapid. After China's entry into the WTO, Wal-Mart wanted rapid occupation in order to be more competitive as the battle becomes tougher over the next five years. Hypermarkets form the core business of Wal-Mart with an internal share of 98% in 2003. 

As for community stores, these are a new business type in Chinese retailing. At the end of 2003, few retailers had community stores. Amongst the domestic retailers, only Shanghai Nong-gong-shang Supermarket Co Ltd and Jiangsu Suguo Supermarket had community stores.

Table 67 Company Shares 2002-2003 



% value
	
	2002
	2003

	Hypermarket 
	4.22
	5.25

	Community stores 
	20
	24




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

Wal-Mart grew very rapidly between 2001 and 2003. Over three years, the company increased the number of its outlets by 63%, to 31 in 15 cities in China and more than doubled total sales. The core business of the company is hypermarkets, which accounted for more than 90% of total sales. 

The company's hypermarkets were mainly located in southern China. By the end of 2003, the company had opened 29 hypermarkets. The average sales area of each hypermarket was between 15,000-20,000 square metres. The remaining two stores are Wal-Mart community stores. 

Table 68 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million 
	4,558
	9,960
	14,939.2

	Average weekly sales 
	RMB million 
	87.7
	191.5
	287.3

	Sales per outlet 
	RMB million
	239.9
	369.2
	481.9

	Sales per sq m 
	RMB 
	19,991.2
	27,666.7
	29,206.6

	 
	
	
	
	

	Number of outlets  
	
	19
	26
	31

	Total assets 
	RMB million 
	n/a
	n/a
	n/a

	Total sales area 
	Sq m 
	228,000
	360,000 
	511,500




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

In 2003, after seven years of operating in China, Wal-Mart began to make profit. The speed of Wal-Mart's expansion was very fast. 

Company prospects

Wal-Mart received authorisation to open outlets in Shanghai in 2004. Wal-Mart plans to open three hypermarkets in Shanghai with a total investment of USD18 million. In other cities in China, Wal-Mart plans to open seven more outlets in 2004, to reach 41 outlets by the end of 2004. 

Asia, especially China, will become the growth engine of Wal-Mart over the next five years, as there is still huge potential to be developed in China. 

The company will increase its number of hypermarkets to 50 in 2005. In the meantime, Wal-Mart will join the competition amongst convenience stores, which has grown rapidly. The middle class in China is estimated to reach 160 million by the end of 2010, so the Sam-Club should have a very bright future. 

Globally, Wal-Mart uses a strong information management system to keep ahead of others competitors. Through this system, Wal-Mart can control the manufacturers and suppliers together. But in China, this system is useless, as limitations due to government policy mean that Wal-Mart can not use it. 

If Wal-Mart wants to reach the same heights in China as it has done in the USA, it has to wait patiently for more openness regarding retailing in China, import and export rights and logistics. 
8.10 Carrefour

Company factfile

Carrefour entered China in 1994, with its main kind of business being hypermarkets. At the end of 2003, Carrefour had opened 40 hypermarkets in 15 of the 17 largest cities in China. Most of the hypermarkets are in partnership with local operators. 

In China, Carrefour has mainly established its outlets in city centres, unlike Wal-Mart. Its target consumer group is comprised of low- and middle-income earners. Due to its agile business policy, Carrefour has achieved better sales results than Wal-Mart.

Summary 15 Company Factfile 2003 


	Ownership: 
	Carrefour 

	Country of origin: 
	French

	Retail sectors of activity:  
	Hypermarket

	Principal fascia:  
	Carrefour, Dia Discount





Source: Euromonitor from company annual reports
Market position

Carrefour started earlier than the biggest retailer, Wal-Mart, and also has much higher sales than Wal-Mart. Due to its good promotion policy, Carrefour is always welcomed by local governments. As a result, Carrefour has been able to open outlets despite China's policy regarding foreign retailers. 

The Government of China's policy on foreign retailers in 2003 was that the foreign retailer could not open an outlet by itself and could not hold 100% share. The maximum share it can hold is 65%, local operators must hold the other 35%. However, in China many Carrefour outlets have been opened which contravene government policy. In 2003, Carrefour was forced to sell 35% of its share to local operators of three outlets in north-east China. 

Carrefour's main competitors are the big multinational retailers and domestic retailers. In 2003, the biggest retail group, Shanghai Bailian Group, was established in Shanghai through the merging and acquisition of four large domestic retailers. This comprises the biggest domestic threat to Carrefour. Another important competitor is Metro, another multinational retailer started in the same city, Shanghai. Metro also wants to expand its business all over China and its business is similar to Carrefour's. 

The strength of Carrefour in China is that Carrefour has been there for a long time. It knows a lot about local consumers' expenditure habits and the local environment. This is reflected in the 7.2% share for hypermarkets in 2003, up from 6.3% in 2002.

Dia Discount is the fascia of Carrefour's discount store, which entered China in 2003 as a joint venture with Shanghai Hualian Supermarket. 

Table 69 Company Shares 2002-2003 



% value
	
	2002
	2003

	Hypermarket 
	6.33
	7.21

	Discounter store 
	0.0
	0.21




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

After five years in operation in China, Carrefour had a strong customer. In 2001, its total sales were approaching RMB10 billion and it opened 27 outlets in major cities across China. By 2003, Carrefour had achieved more than RMB20 billion in total sales and it had opened 40 outlets across China. Sales grew 105% from 2001 to 2003.

The growth of total sales was high due to Carrefour's rapid expansion in China. Carrefour opened its outlets all over China, therefore, although they are not very concentrated, they are very efficient. When Carrefour opens an outlet in a new city, it usually tries to find a local supplier in order to reduce transportation costs and at the same time, ensure goods are more easily accepted by local consumers.

Table 70 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million
	9,819
	14,782.8
	20,104.6

	Average weekly sales  
	RMB million
	188.8
	284.3
	386.6

	Sales per outlet  
	RMB million
	363.7
	462
	502.6

	Sales per sq m 
	RMB
	22,834.9
	28,872.7
	31,413.4

	 
	
	
	
	

	Number of outlets 
	
	27
	32
	40

	Total assets 
	RMB million
	n/a
	n/a
	n/a

	Total sales area 
	Sq m
	430,000
	512,000
	640,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

There are three ways to make profit for huge scale retailers. Firstly is the price difference between purchasing and sales, secondly is to make profit from suppliers and thirdly is to optimise the supply chain in order to reduce costs. Wal-Mart uses the third idea, while Carrefour typically uses the second idea. 

The main weakness of Carrefour in China is that it crushed its local suppliers too much in order to reduce costs, which engendered bad feelings from local suppliers. Wal-Mart has a much better policy regarding this so it is possible that local suppliers could turn to Wal-Mart.

Company prospects

In 2004, Carrefour will open more outlets in the big cities and will also try to expand to some of the medium-sized cities. Another important plan for the future is that Carrefour's discount stores, Dia discount stores, will cooperate with Shanghai Lianhua Supermarket to open the first store in Shanghai, by the beginning of 2004, and then to expand the number of discount stores to 300 in 2005. 

The first batch of discount stores will each cover between 100 to 200 square metres. The main merchandise in these discount stores will be food and some other commodities. 

Since the discount stores need to reduce costs as much as possible, all of the merchandise will come from private labels. The discount stores will also try to work with original equipment manufacturers.

8.11 Metro

Company factfile

Metro came to China in 1995 in cooperation with local enterprise Jinjiang Group, thereby establishing Metro Jinjiang Cash & Carry Co Ltd in 1996. Metro opened its first store in Shanghai and had tremendous success from the very beginning, bringing a new business concept to China.

Metro was the first joint venture to gain permission from the China Central Government to set up chain stores in all major cities in China. Metro's arrival to China filled the commercial vacancy in warehouse storage. Metro's membership stores in China offer many advantages, such as taxes to the local government, more employment and professional training to improve the local economy. Metro also attracts many other investments and improves the district's economy. Its advanced distribution system supports the development of small and medium enterprises.

Metro attracts many customers from outside of the city and introduces products domestically via its national distribution system. Furthermore, it pushes Chinese products out into the international market via its international distribution system. 

In the year 2002, Metro established four business units in north, east, south and central China. The target is to be as close as possible to consumers, suppliers and employees and to speed up the pace of expansion in China.

Summary 16 Company Factfile 2003 


	Ownership: 
	Metro

	Country of origin: 
	Germany

	Retail sectors of activity:  
	Cash and Carry

	Principal fascia:  
	Metro





Source: Euromonitor got from company annual reports
Market position

Metro is by far the leading warehouse club player in China. Other retailers tend to take on different formats or different business models. Therefore, at first glance, it may appear that Metro competes separately from its competitors. 

This is not entirely true though because Metro's attraction to retail consumers is entrenched in the fact that prices can be competitive through the paring down of overheads. Metro's market position as a warehouse club is currently undisputed and stable, despite the increased sales of other direct competitors. It would be more accurate though, to say that Metro's competition is more likely to be other large format retailers such as department stores and hypermarkets, although they may operate differently.

Table 71 Company Shares 2002-2003 



% value
	
	2002
	2003

	Warehouse clubs 
	86.9
	86.9




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

Metro entered China in1996. Its development line was typically German, slow, cautious and steady. From 2001 to 2003, Metro opened three outlets per year, and increased its total sales by 79.5%. 

Metro's outlets are mainly located in Shanghai and Metro focuses more on the middle- and high-income earners. Consumers must show a membership card to shop in Metro's warehouse stores. The biggest difference to other foreign retailers is that Metro's main forms of merchandise are family, electrical and durable merchandise. Food plays a very small part in Metro. 

Metro also locates its stores outside of the city centre. Its relies on consumers driving private cars. Out of Metro's consumer groups, 45% are corporate consumers, 55% are private consumers. 

Metro has been listed amidst the top 20 chain retailers in China for three years. 

Table 72 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million
	4,949.2
	6,533
	8,885

	Average weekly sales 
	RMB million 
	95.2
	125.6
	170.9

	Sales per outlet 
	RMB million
	329.9
	362.9
	423.1

	Sales per sq m 
	RMB 
	21,996.4
	21,996.6
	24,888

	 
	
	
	
	

	Number of outlets 
	
	15
	18
	21

	Total assets 
	RMB million
	n/a
	n/a
	n/a

	Total sales area 
	Sq m 
	225,000
	297,000
	357,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

As a privately held entity in China, Metro does not release financial information regarding its operations in China, to the public. 

Company prospects 

Metro's development plan will follow the same path in 2004. However, regarding the location of new outlets, Metro is looking for the possibility to find good locations in city centres.

In 2004, Metro will open five to seven new outlets, mostly based in Shanghai and aims to expand into other cities and provinces such as Beijing, Shenzhen, Guangzhou, Zhejiang and Jiangsu provinces. It also plans to increase its growth by more than 50% per year both on total sales and sales area.

8.12 Jiangsu Suguo Supermarket

Company factfile

Jiangsu Suguo Supermarket, hereafter called Suguo, was established in July 1996. In 2002, its total sales reached RMB7 billion, and it was ranked 9th in China Chain Corporation 2002 and 5th amongst chain supermarkets in China. It has also been in first place amidst chain corporations in Jiangsu province for four years. 

Suguo was originally located in Jiangsu province and after seven years in operation, the company has 1100 outlets and 20,000 staff. Since starting in Jiangsu province, the company has learnt much more than other competitors about local consumers' expenditure habits. 

At the end of 2003, the company's outlets covered six provinces in China. The main force of the company is community stores. Through supermarkets and convenience stores, the company can expand its business to others provinces rapidly.

Suguo is also trying to absorb as many local small- or middle-sized retailers as possible to join its franchise member stores. 

Summary 17 Company Factfile 2003 


	Ownership: 
	Jiangsu Suguo Supermarket

	Country of origin: 
	Jiangsu, China

	Retail sectors of activity:  
	Supermarket, Community stores, Convenience Stores, Hypermarket

	Principal fascia:  
	Suguo Supermarket, Suguo Hypermarket, Suguo Convenience store and Suguo Community store





Source: Euromonitor from company annual reports
Market position

The management focus of Suguo is the diversification of its outlet chain covering both the city and suburbia, thus forming a highly effective distribution system. This covers the community stores, supermarkets and convenience stores which are developed based on the local consumers' expenditure habits. This is the strength of the company. The company is always trying to develop discount stores to meet low- or middle-income consumers' requirements. 

With experience of facing strong competition, Suguo has already found a strategy, which suits it well:

  Put its expansion strategy into practise and expand with steady steps;

  Use a multi-faceted management mode including community stores, supermarkets and convenience stores to absorb different consumer groups;

  Optimise purchasing and continue to adjust the merchandise structure;

  Develop own brands;

  Use low cost management within the corporation's internal management and maintain good circulation within the corporation. 

The weakness of Suguo is that owing to cultural differences between the provinces, Suguo cannot enter big cities such as Shanghai and Beijing to capture a bigger share. The main reason is that Suguo comes from small cities. Its market share in Jiangsu province is more than 50%. Its management mode is suited to small- and middle-sized cities whose consumers want cheaper goods. However, the consumers in big cities, do not only want low prices but also service and a fashionable shopping environment. If Suguo can not adopt a modern shopping style, it will have difficulty surviving future competition when more foreign retailers enter. 

In 2003, Suguo's supermarkets accounted for 0.4% of total retail sales, an increase over 2002. Suguo also has hypermarkets, which accounted for 0.7% of total retail sales in 2003, also showing an increase, and convenience stores. The major reason for the increases is that Suguo expanded its business range from Jiangsu province to other provinces, which gave it a bigger share. 

Table 73 Company Shares 2002-2003 



% value
	
	2002
	2003

	Supermarket 
	0.32
	0.40

	Hypermarket 
	0.60
	0.70

	Convenience store 
	2.87
	3.06




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

In the first part of 2003, Suguo realised total sales of RMB4.4 billion, and was ranked 9th amongst China's chain retailers. At the end of 2003, total sales reached RMB9.2 billion, which put the company in first place in Jiangsu province amongst chain retailers. Sales increased 34% in 2002 and 31% in 2003.

The number of Suguo outlets reached 1,100 at the end of 2003. The number of outlets increased at a rate of 27% in 2002 and 30% in 2003. The average speed of opening new outlets is one every 1.4 days. 70% of outlets are franchised. In 2003, Suguo also opened four large community stores with an average sales area of 16,000 square metres.

Since most Suguo stores are located in small- or middle-sized cities, the purchasing strength of consumers cannot increase at the same rate as growth in the number of outlets, therefore, sales per square metre suffered a reduction. 

Table 74 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million 
	5,280
	7,054
	9,241

	Average weekly sales 
	RMB million
	101.5
	135.7
	177.7

	Sales per outlet 
	RMB million
	7.96
	8.35
	8.4

	Sales per sq m 
	RMB 
	26,546
	26,087.3
	20,002.2

	 
	
	
	
	

	Number of outlets  
	
	663
	845
	1,100

	Total assets 
	RMB million 
	1,030
	1,390
	1,650

	Total sales area 
	Sq m
	198,900
	270,400
	462,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

Similar to other retailers in China, Suguo also has a very low net margin. The net margin was below 1% in 2003, due to obstacles in the sales process such as logistics and storage. The net margin also decreased due to a mark-up in ground rent and labour costs. However, the main reason for the reduction in net margin in 2002 and 2003 was the change in taxation in 2002, when it was increased from 15% to 33%.

In 2003, Suguo announced a profit of RMB78 million, which meant there was high growth in profit over 2002. The laying off of staff was one of the main reasons for the increase in profit in 2003. However, profit per square metre, just as with others retailers in China, reduced year by year. 

Table 75 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit 
	RMB million
	55
	63
	78

	Profit per sq m 
	RMB
	276.5
	233
	168.8

	Gross margin 
	%
	9.4
	8.8
	8.2

	EBITDA margin 
	%
	6.5
	3.1
	4.1

	Net margin 
	%
	1.04
	0.89
	0.84

	Return on total assets 
	%
	5.34
	4.53
	4.73




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

The development strategy of Suguo over 2004-2008 is, amongst other things, to reach 2,000 outlets by the end of 2005, and to achieve total sales of RMB18 billion. 

To support its business in other cities and its aggressive expansion plan, the company plans to implement one strong distribution system. Suguo plans to build a modern logistical centre of 170,000 square metres, including a merchandise process and distribution centre, three information buildings of 9,000 square metres each, and another distribution storage centre with an area of 47,000 square metres. 

Suguo knows that the only way to become bigger in retailing is through mergers and acquisitions. The main purpose of building a distribution system centre is to be ready for the entry of foreign retailers after 2004. 
8.13 Shanghai Yongle Family Electricity

Company factfile

Shanghai Yongle Family Electricity, hereafter called Shanghai Yongle, was established in November 1996. It mainly sells electrical products, mobile phones and digital products. It is a chain enterprise with 48 outlets, distributing in Shanghai, Jiangsu and Zhejiang provinces. 

Summary 18 Company Factfile 2003 


	Ownership: 
	Shanghai Yongle Electricity 

	Country of origin: 
	Shanghai,China

	Retail sectors of activity:  
	Family Electric

	Principal fascia:  
	Yongle





Source: Euromonitor from company annual reports
Market position

In family electricity, competition is very fierce. In many hypermarkets there is also a battle for family electricity. As one specialty store in family electricity, Shanghai Yongle is very active both in retailing and wholesaling. Retailing is its main business though and it tries to provide local consumers with reasonable prices. 

Shanghai Yongle made its own name, Yongle, very famous in Shanghai. When residents there think of purchasing a new family electricity product, 80% of them will think of Yongle and 50% of them will go to Yongle to see what is available. To local consumers the name Yongle is synonymous with quality and service and this is the company's strength.

The company's weakness lies in its distribution system. It is very complex to manage and it is difficult to gain any margin from it. According to the experience of Wal-Mart, in order to be durable, distribution is very important.

The main competitor of the company is Beijing Gome Family electricity. In Shanghai, Shanghai Yongle and Gome are the two biggest players and their outlets in Shanghai are usually within one kilometre of each other. 

Shanghai Yongle is one of the three biggest specialty electricity retailers in China, and its share reached 3.1% in 2003, which was much higher than its share in 2002. Shanghai Yongle extended its business from Shanghai to Jiangsu and Zhejiang over the review period, which helped to stimulate its increase in value share. 

Table 76 Company Shares 2002-2003 



% value
	
	2002
	2003

	Family electricity specialty store  
	2.29
	3.10




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

In 2003, Shanghai Yongle achieved total sales of RMB7.2 billion. 70% of sales came from the Shanghai area. At the end of 2003, there were no foreign retailers in family electricity, which gave more space to domestic retailers to develop their own brands. However, with the step towards a more open policy, more and more large foreign retailers will enter. It is not known who will survive the fierce competition and gain the largest share. Price will be the last battle, as no retailer wants to use this final weapon to reduce its margin, however, price wars are very popular in China. 

Under fierce competition, Shanghai Yongle experienced sales growth of 150% in 2002 and 44% in 2003, growing by 250% over the review period. 70% of sales came from the Shanghai area in 2003. During the SARS epidemic, Shanghai Yongle set up a sales website so that consumers could purchase over the internet without face-to-face contact. This measure enabled Shanghai Yongle to witness high sales growth in 2003.

Shanghai Yongle opened eight new outlets in 2003. Most of the new outlets were outside of Shanghai, in Jiangsu and Zhejiang provinces mainly as Shanghai Yongle believes that extending its business outside of Shanghai is an important strategy. 

Table 77 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million 
	2,000
	5,000
	7,200

	Average weekly sales 
	RMB million 
	38.5
	96.2
	138.5

	Sales per outlet 
	RMB million 
	87
	125
	150

	Sales per sq m 
	RMB 
	7,246.4
	10,000
	11,076.9

	 
	
	
	
	

	Number of outlets 
	
	23
	40
	48

	Total assets 
	RMB million
	1,300
	1,680
	2,100

	Total sales area 
	Sq m 
	276,000
	500,000
	650,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

In 2003, although facing the threat of SARS, Shanghai Yongle still achieved strong growth in profit of 60%, over 2002. At the same time, Shanghai Yongle increased its net margin through optimisation of its logistics system and management measures. 

From 2001 to 2003, Shanghai Yongle continued to increase its profit per square metre through optimisation of the sales area in old outlets and by putting a reasonable sales area in new outlets, thus encouraging more suppliers to enter Shanghai Yongle.

Table 78 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit  
	RMB million
	28
	52
	83

	Profit per sq m 
	RMB
	101.4
	104
	127.7

	Gross margin 
	%
	8.6
	7.5
	7.2

	EBITDA margin 
	%
	5.6
	4.2
	3.3

	Net margin 
	%
	1.4
	1.04
	1.15

	Return on total assets 
	%
	2.15
	3.1
	3.95




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

At the end of 2003, Shanghai Yongle set out prospects for growth. By the end of 2004, it hopes to have 100 outlets and total annual sales of RMB10 billion. By the end of 2005, it hopes to have 200 outlets and total annual sales of RMB22 billion. Also, by the end of 2006, it hopes to have 350 outlets and total annual sales of RMB45 billion. 

However, with the way in which family electricity is positioned in China, the above goals will not be so easy to reach, due to strong competition and low margins. With only low margins, many small- to middle-sized companies can disappear in a short time. The strategy for a family electricity retailer to survive or even to achieve a positive margin is to reduce its core costs.

8.14 Jiangsu Suning Appliance Chains

Company factfile

Jiangsu Suning Appliance Chains, hereafter called Suning, was established in 1990 in Jiangsu province. In 1995, Suning was the first company in China that tried chain sales in family appliances. After 13 years in operation, at the end of 2003, Suning's total sales reached RMB8 billion and its number of outlets had reached 105. The company has more than 10,000 staff and its appliance chain has spread across 24 cities and provinces in China. 

Summary 19 Company Factfile 2003 


	Ownership: 
	Jiangsu Suning Appliance Chains

	Country of origin: 
	Jiangsu, China

	Retail sectors of activity:  
	Appliance chain

	Principal fascia:  
	Suning





Source: Euromonitor from company annual reports
Market position

Suning started its business in air-conditioned speciality stores. From 1995, Suning tried to use chain sales in family appliances, and did so successfully. Through both direct and indirect management, its number of outlets reached 105 in a short time. 

Suning is located mainly in Jiangsu province. The number of outlets, usually just one, in big cities such as Shanghai, Beijing, and Guangzhou, means the company cannot compete with local competitors. 

Suning's strength is its flexible management. The company rapidly extended its chain stores to other provinces with a combination of direct and indirect management. 

Another strength of the company is its distribution system. Internal management is all done through an advanced corporation management system based on the intranet and internet. Suning also allows its suppliers to share its distribution system. 

Suning is one of the three biggest specialty electricity retailers in China, and its share reached 3% in 2003, much higher than its share in 2002. Suning extended its business from Jiangsu province to Shanghai and Zhejiang over the review period, which stimulated the increase in its value share. 

Table 79 Company Shares 2002-2003 



% value
	
	2002
	2003

	Electronic appliance specialty store  
	2.38
	3.03




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

Suning achieved total sales of RMB8 billion in 2003, placing it in the top 20 chain retailers in China. This meant an increase of 36% compared with 2002. In 2002, 50% of its total sales came from Jiangsu province, its city of origin.

Suning's strength is its ability to attract business in its province. However, the fact that Suning has spread its outlets all over China, with normally just one single outlet outside of the city, means it cannot compete with local competitors so this is also one weakness for Suning. Beijing Gome's method of expansion could be a good example for Suning to follow. 

The number of Suning outlets grew by 46% in 2003, but most of these new outlets were not managed directly by Suning, as they were franchised.

Table 80 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million 
	3,500
	5,900
	8,000

	Average weekly sales  
	RMB million 
	67.3
	113.5
	153.8

	Sales per outlet  
	RMB million 
	77.8
	81.9
	76.2

	Sales per sq m 
	RMB 
	7,777.8
	10,243
	8,020.1

	 
	
	
	
	

	Number of outlets 
	
	45
	72
	105

	Total assets 
	RMB million 
	1,200
	1,500
	1,780

	Total sales area 
	Sq m
	450,000
	576,000
	997,500




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

Suning achieved profit of RMB100 million in 2003, a 33.3% increase over 2002. Profit per square metre increased by only 6.5% in 2002 and decreased by 23% in 2003, thus indicating that profitability was declining. Profit was low compared to total turnover. The return on total assets was 5.62% in 2003, however, the net margin of the company was still very low at 1.3%. 

Regarding the growth in overall profit, Suning did a good job by increasing its total sales. The management policy of the company is 'Low profit, more sales', which means it wants to achieve success through quantity. 

Table 81 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit 
	RMB million
	55
	75
	100

	Profit per sq m 
	RMB
	122.2
	130.2
	100.3

	Gross margin  
	%
	16
	14
	15

	EBITDA margin 
	%
	6.6
	5.6
	3.5

	Net margin 
	%
	1.6
	1.3
	1.3

	Return on total assets  
	%
	4.6
	5
	5.62




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

In 2004, the last year of protection after entry into the WTO, Suning still wants to expand its outlets all over China, its target being to open another 50 new outlets and to realise annual sales of RMB12 billion. 

However, the long chain of Suning stores could very easily be broken because just 25% of stores are managed directly by Suning. Its mode of management will determine its prospects. 
8.15 Beijing Gome Family Electricity Co Ltd

Company factfile

Beijing Gome Family Electricity Co Ltd, hereafter called Gome, was established in 1987 and it is one of the members of Beijing PengRun Investment Co Ltd. The main business of Gome is family electricity. 

At the end of 2003, after 15 years in operation, Gome had 132 outlets in China, covering 20 big cities in 12 provinces as well as more than 10,000 staff and total annual sales of RMB20 billion. Following its successful experience across China, Gome opened its first outlet in Hong Kong in November 2003. 

Summary 20 Company Factfile 2003 


	Ownership: 
	Beijing PengRun Investment Co Ltd

	Country of origin: 
	Beijing China

	Retail sectors of activity:  
	Family electricity 

	Principal fascia:  
	Gome





Source: Euromonitor from company annual reports
Market position

The strength of the company is its own name, which due to development and maintenance grew from being recognised locally to recognised nationally, thus enhancing the company's power over family electricity. In 2003, the total purchasing amount of Gome was over RMB15 billion. 

In northern China, Gome has almost no competitors. In Shanghai, its main competitor is Shanghai Yongle. Gome is the biggest specialty retailer in home electric appliances in China. At the end of 2003, Gome held a share of 8.84%, an increase of almost three percentage points over 2002. 

Table 82 Company Shares 2002-2003 



% value
	
	2002
	2003

	Home electric appliance specialty store 
	5.87
	8.84




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

Gome achieved total sales of more than RMB20 billion in 2003, putting it in first place amongst family appliance chains in China. Growth in total sales in 2003 was 60%, over 2002. The number of outlets grew by 76% over 2002-2003. 

Gome began to extend its outlets outside of Beijing in 1999. Every time it entered a new city, it brought about a price war, resulting in prices in that city being reduced by 10-30% over a short period, thus making consumers happier. 

Usually Gome will meet resistance from local competitors. However, its scientific management mode and distribution system has made Gome successful many times, even in the face of strict competition.

Table 83 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales  
	RMB million
	7,500
	12,800
	20,500

	Average weekly sales 
	RMB million 
	144.2
	246.2
	394.2

	Sales per outlet 
	RMB million
	166.7
	170.7
	155.3

	Sales per sq m 
	RMB 
	11,194
	13,195.9
	12,812.5

	 
	
	
	
	

	Number of outlets  
	
	45
	75
	132

	Total assets 
	RMB million 
	2,400
	2,900
	3,800

	Total sales area 
	Sq m
	670,000
	970,000
	1,600,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

Through rapid growth in the number of its outlets in China, and rapid growth in total sales, Gome increased its profit at a very high rate of 48% in 2003. 

In retailing, net margins in family appliances are some of the lowest. Gome's stood at 0.9% in 2003. Retailers usually increase their profits through selling large quantities but net margins have still been reducing over the review period due to fierce competition. 

Nevertheless, Gome did a good job with its management policy, which it labelled as having a scale domino effect. 

Table 84 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit 
	RMB million
	80
	125
	185

	Profit per sq m 
	RMB
	119.4
	128.9
	115.6

	Gross margin 
	%
	7.5
	6.8
	5.5

	EBITDA margin 
	%
	7.82
	5.33
	3.4

	Net margin 
	%
	1.07
	0.98
	0.9

	Return on total assets 
	%
	3.33
	4.31
	4.87




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

Soon to face competition from foreign retailers following China's entry into the WTO, Gome's policy is to still expand. In 2004, Gome plans to open 40-50 new outlets in the big cities and their provinces. Having opened its first new outlet in Hong Kong, Gome also plans to open one in Macao. Gome's future plan is to expand its business overseas.

8.16 Beijing Hualian Group Co Ltd

Company factfile

Beijing Hualian Group Co Ltd, hereafter called Beijing Hualian, is one of the biggest retail groups in China. Beijing Hualian is the core corporation of China Hualian Commercial Building Group. Beijing Hualian was established in 1996. After seven years in operation, Beijing Hualian has successfully established a commercial retail network all over China. In 2003, Beijing Hualian's total sales reached RMB14.5 billion.

Beijing Hualian has two large companies in its group, Hualian Hypermarket Co Ltd and Hualian Commercial Building Co Ltd. Both of these companies are listed on the Stock Exchange – A Share. Beijing Hualian Hypermarket Co Ltd is listed on the Shanghai Stock Exchange – A share and Beijing Hualian Commercial Building Co Ltd is listed on the Shenzhen Stock Exchange – A share. 

Summary 21 Company Factfile 2003 


	Ownership: 
	Beijing Hualian Group

	Country of origin: 
	Beijing, China

	Retail sectors of activity:  
	Hypermarket, Department store, City shopping centre

	Principal fascia:  
	Beijing Hualian Supermarket, Beijing Hualian Department Store





Source: Euromonitor from company annual reports
Market position

Beijing Hualian's main business is in hypermarkets and department stores. Beijing Hualian Commercial Building Co Ltd undertakes the development strategy of chain operation and has constructed shopping centres in main cities and provincial capitals all over China. These shopping centres operate under two names: Beijing Hualian Department Stores and Beijing Hualian Shopping Centres.

Beijing Hualian Shopping Centre uses its subordinate department stores and composite hypermarkets as its backbone and co-operates in strategical partnerships in merchandise and service all over China. It commonly constructs composite shopping centres that mix multi-form businesses such as department stores, and hypermarkets, offering a monopolised choice of consumer goods, food and drink, entertainment, health, protection, commerce and life services in one place, thus adapting to the 'one-stop shopping' requirement of consumers. 

The business plan of Beijing Hualian Commercial Building Co Ltd will inevitably break through traditional modes of operating in an effort to create brilliant chapters in modern merchandising. 

The company's main competitors in Beijing for department stores are Beijing Wangfujing and Beijing Xidan department stores. 

Beijing Hualian Hypermarket increased its share of sales in 2003 with growth of 23% over 2002. The main reason for the growth was the company's aggressive policy. Beijing Hualian Hypermarket extended its business to others provinces and cities around Beijing in 2003. 

Table 85 Company Shares 2002-2003 



% value
	
	2002
	2003

	Hypermarket 
	2.04
	2.50

	Department store 
	1.35
	1.56




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

In 2002, Beijing Hualian had 56 hypermarkets, seven department stores and one city shopping centre. At the end of 2003, Beijing Hualian had 80 hypermarkets, 13 department stores and 13 city shopping centres and its outlets covered 30 cities and provinces all over China. It is clear from these figures that Beijing Hualian's number of outlets grew at great speed. Between 2002 and 2003, Beijing Hualian increased its number of outlets by 66%. The company's development was stable and effective. 

At the same time, Beijing Hualian increased its total sales amount by 37% in 2003, reaching RMB14.5 billion. 

Table 86 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million 
	8,000
	10,600
	14,500

	Average weekly sales 
	RMB million 
	153.8
	203.8
	278.8

	Sales per outlet 
	RMB million 
	195.1
	165.6
	136.8

	Sales per sq m 
	RMB 
	20,539.1
	19,485.3
	14,796

	 
	
	
	
	

	Number of outlets 
	
	41
	64
	106

	Total assets 
	RMB million 
	3,389
	4,900
	5,500

	Total sales area 
	Sq m 
	389,500
	544,000
	980,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

In 2002, although total sales increased by 33%, profit fell by 8.5%. The main reason for the reduction was the increase in taxation in 2002, from 15% to 33%. In 2003, with the increase in the number of outlets, the group increased its annual sales, and realised a 34% increase in profit. 

Similar to other retailers with hypermarkets and department stores, Beijing Hualian's net margin was also very low at just 0.9% in 2002 and 2003. The main reason for the low margin is the different levels involved in a transaction. If the group could solve the problem of its logistics and distribution system, it's net margin would double or triple.

Table 87 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit 
	RMB million
	106
	97
	130

	Profit per sq m 
	RMB
	272.1
	178.3
	132.7

	Gross margin 
	%
	17
	13
	13.8

	EBITDA margin 
	%
	29.2
	5.6
	6.1

	Net margin 
	%
	1.3
	0.9
	0.9

	Return on total assets 
	%
	3.1
	2.0
	2.4




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

According to Beijing Hualian's development plans, by the end of 2005, the company will have 50 shopping centres/department stores and 150 hypermarkets. The company's annual sales are estimated to reach RMB30 billion. 
8.17 Shandong Sanlian Group Co Ltd 

Company factfile

Shandong Sanlian Group Co Ltd, hereafter called Shandong Sanlian, was established in 1985. The company's assets in the beginning amounted to just RMB1 million. After 18 years in operation, Shandong Sanlian has more than 30,000 staff and total assets of RMB3.8 billion. Shandong Sanlian has merged 62 corporations. Shandong Sanlian's activity covers many areas including estate, family appliances, newspapers, travel, technology and commerce. 

In 2003, Shandong Sanlian was listed on the Shanghai Stock Exchange – A share through mergers and acquisitions with Zhenzhou Baiwen Group. 

Summary 22 Company Factfile 2003 


	Ownership: 
	Shandong Sanlian Group Co Ltd

	Country of origin: 
	Shandong, China

	Retail sectors of activity:  
	Estate, Family appliance, Newspaper, Travel, High-tech, Commerce

	Principal fascia:  
	Shandong Sanlian 





Source: Euromonitor from company annual reports
Market position

In 2002, Shandong Sanlian defined its intention to become an investment holding company by maximizing its investment profit through diversified strategies to reduce investment risk. 

Shandong Sanlian was located in Shandong province, its core businesses being estate and family appliances. In family appliances, in Shandong province, Shandong Sanlian held a share of 56%, in 2003. The company had a 1.82% share in total family appliance specialty stores in 2003.

The company's main competitor is Beijing Gome Family Electricity Co Ltd. 

Table 88 Company Shares 2002-2003 



% value
	
	2002
	2003

	Family appliance specialty store  
	1.73
	1.82




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

In 2001, Shandong Sanlian's total sales amounted to RMB7 billion, which put the company in 4th place on the list of China's chain retailers. Total sales at Shandong Sanlian grew by 29% from 2001 to 2003. In 2003, total sales for Shandong Sanlian reached RMB9 billion, an increase of nearly 10% over 2002. 

Shandong Sanlian has been very active in spread its reach to others cities and provinces in China. In 2003, Shandong Sanlian opened 23 new outlets and absorbed another 20 outlets through franchising. Most of the new outlets are family electricity appliance chain stores or travel agency stores. 

Table 89 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million
	7,000
	8,200
	9,000

	Average weekly sales 
	RMB million 
	134.6
	157.7
	173.1

	Sales per outlet 
	RMB million 
	127.3
	100
	72

	Sales per sq m 
	RMB 
	21,212.1
	18,222.2
	13,100.4

	 
	
	
	
	

	Number of outlets 
	
	55
	82
	125

	Total assets 
	RMB million
	2,890
	3,250
	3,800

	Total sales area 
	Sq m
	330,000
	450,000
	687,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

Shandong Sanlian achieved profit of RMB85 million in 2003, an increase of almost 8% over 2002. However, the company's net margin was very low, at 0.9%. There are few large and reliable logistics operators in China, which makes costs much higher. Furthermore, with fierce competition in retailing, profit per square metre fell between 2001 and 2003 at an average rate of just over 20% per year.

Table 90 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit  
	RMB million
	70
	79
	85

	Profit per sq m 
	RMB
	212.1
	175.6
	123.7

	Gross margin 
	%
	12
	13.2
	14.5

	EBITDA margin 
	%
	6.1
	5.2
	3.3

	Net margin 
	%
	1.0
	0.96
	0.94

	Return on total assets 
	%
	2.4
	2.4
	2.2




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

In 2004, the main business of the company will be estate and to add as many new outlets for family electricity appliances as possible.

Another develop strategy of the company will be to find other corporations willing to merge into the total group. Mergers and acquisitions provide an easy and quick method for retailers to increase in size. 
8.18 Tianjin Home World Group Co Ltd

Company factfile

In 1996, Tianjin Home World Group Co Ltd, hereafter called Home World Group, entered retailing in China. The company took the lead in introducing the concept of large warehouse supermarkets from foreign countries while taking local circumstances into full consideration. 

The company has three different kinds of retail chain: Home Club, Home Way and Home Town, which were started in succession. At the end of 2003, there were 35 stores in northern and northwest China.

Summary 23 Company Factfile 2003 


	Ownership: 
	Tianjin Home World Group Co, Ltd

	Country of origin: 
	Tianjin, China

	Retail sectors of activity:  
	Warehouse supermarket

	Principal fascia:  
	Home World 





Source: Euromonitor from company annual reports
Market position

After seven years of development, the Home World Group has formed its own specific notion of management under which it aims to always maintain the minimum price among competitors, set up the most satisfactory store for customers, establish the most efficient organisational management and establish a 'concentrated' development strategy.

The company is one of the major players in home furnishing in China. At the end of 2003, its retail sales in home furnishing amounted to RMB5 billion, which gave the company a 6.49% share in home furnishing. The company has opened 35 outlets across China but they are mainly located in the Beijing and Tianjin regions.

Table 91 Company Shares 2002-2003 



% value
	
	2002
	2003

	Home furnishing 
	6.38
	6.49




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Sales performance

In 2002, total sales of the Home World Group reached RMB4.4 billion. With such a great achievement, Home World Group ranked 12th among national chain enterprises at the end of 2002 and obtained first place in retail trade in northern China.

In 2003, the company ranked 11th amongst national chain enterprises with total sales of RMB5 billion, signifying an increase of 13.5% over the previous year.

The company opened five new outlets in 2003, each with an average sales area of more than 8,000 square metres, which made the average sales area of the total number of outlets 6,714 square metres. 

Table 92 Sales Performance 2001-2003 



RMB/outlets/sq metres
	
	Unit
	2001
	2002
	2003

	Total sales 
	RMB million 
	3,267
	4403.9
	5,000

	Average weekly sales 
	RMB million 
	62.8
	84.7
	96.2

	Sales per outlet  
	RMB million 
	125.7
	146.8
	142.9

	Sales per sq m 
	RMB 
	19,331.4
	22,241.9
	21,276.6

	 
	
	
	
	

	Number of outlets 
	
	26
	30
	35

	Total assets 
	RMB million
	1,200
	1,355.4
	1,605

	Total sales area 
	Sq m
	169,000
	198,000
	235,000




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Financial performance

In 2003, the company realised profit of RMB65 million, an increase of 23% over 2002. 

As one of the major cities in China, more and more retailers, both domestic and foreign want to enter Tianjin. 

Even under such a threat of increased competition, the company maintained growth both in sales and profit due to its reasonable strategy. 

Table 93 Financial Performance 2001-2003 



RMB/%
	
	Unit
	2001
	2002
	2003

	Net profit 
	RMB million
	44
	53
	65

	Profit per sq m 
	RMB
	260.4
	267.7
	276.6

	Gross margin 
	%
	7.6
	6.9
	7.8

	EBITDA margin 
	%
	6.6
	5.6
	4.4

	Net margin 
	%
	1.35
	1.2
	1.3

	Return on total assets 
	%
	3.67
	3.91
	4.05




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: 2003 year end data is preliminary

Company prospects

Following China's entry into the WTO, the world's retail giants have prepared themselves to enter the Chinese market with ambition. Meanwhile, hundreds of national retail enterprises are spreading rapidly. 

Against this background, Home World Group has made timely development plans and established a 'concentrated' development strategy. The strategy is to concentrate the company's resources on finishing its overall layout and winning regional advantages in the target cities, then extending to the surrounding areas. 

Home World Group has not only opened stores in Tianjin and Xi'an but also consolidated its superior position. At the same time, projects in Beijing, Lanzhou and Qingdao are under construction. Furthermore, the company is looking for store locations in nine other new development areas, including Zhengzhou, Shenyang, Ha Ebin, Changchun, Huhehaote, Shi Jiazhuang, Jinan and Chengdu. The preparatory work has commenced. 

The long-term objective of the Home World Group is to grow into one of the retail giants in China and to become a major leader in chain-based businesses.
9. RETAIL TRADE BY FORM OF ORGANISATION


9.1 Retail Sales

In China's retailing industry, retailers can be distinguished by several distinct forms of organisation, namely Multiples, Co-operatives, Franchising, Voluntary chains/Buying groups/Affiliated retailers, Independents(non-affiliated) and others otherwise not included elsewhere. 

The independent retailer

Given the large land mass of China, the development of chain stores at the moment has not covered all of China. Most retailers, therefore, continue to be independent, non-affiliated retailers. Independents have consistently generated the greatest percentage of retail sales over the review period. In 1999, the market share of independent retailers was 31% of total retail sales, and grew to almost 37% by 2003. Retail sales at independents grew by 70% over the review period. 

The main feature of independent retailers is that usually each independent retail business consists of no more than two outlets with less than 50 square metres of retail sales area. In fact some of them are simply singular floating stalls, catering to the local populace in less accessible parts of the country. In its totality though the market share of independent retailers is still very important given its leading position compared to other forms of retail organisations. 

Multiples keep growing

In China, multiples include hypermarket chains Carrefour and Wal-Mart and many other homegrown chains such as Shanghai Friendship, Shanghai No.1 and Beijing Gome. 

Multiples are characterized by rapid development over the review period; total retail sales of multiples in 1999 was RMB720 billion but expanded by more than twofold, reaching RMB1,450 billion by 2003. At the end of 2003, the market share of multiples was 32%, compared to 23% of the corresponding value in 1999. 

Multiples tend to be more efficient and aggressive, combining competitiveness with often deeper pockets to achieve lower retail prices to attract more consumers whilst extracting lower supplier prices with their larger orders (and bargaining powers).

Franchising

Franchising is another important organisation in China, although it is still not very mature. Almost all kinds of retail business types have franchising business including grocery stores, convenience stores and health and beauty stores. Most franchised operations are still in its infancy stage. Often, franchisors are thought to be rather hands-off in their administration and operations of their franchisees. This has somehwat affected the rate of growth of franchising in China, although there reamins to be great potential to be tapped for this organization type. Franchising as a percentage of total retail sales has grown from 10% in 1999 to almost 12% in 2003.

Voluntary chains/Buying groups/Affiliated retailers

Voluntary chains, buying groups and affiliated retailers are basically when individuals decide to cooperate, but do not want to give up control of their own business. For example, a voluntary chain may be formed when individual grocers decide to form a chain of stores, perhaps under a joint brand or chain. A buying group may have different fascia/brands, but they benefit from combining their orders from manufacturers or wholesalers, so that they can get better prices and/or terms, from their larger combined orders. Affiliated retailers may decide to join a certain arrangement that allows consumers to enjoy certain benefits, if they visit these different retailers, who may be strong in some parts of the country, but less strong in other parts of the country. These are viewed as Western concepts, and are are not popular in China. The local practice is more towards outright M&As or collective co-operatives or simply co-operatives. The market share of these rather Western-influenced organisations is the lowest among all the retail organisations. From 2000 to 2003, the market share of Voluntary chains/Buying groups/Affiliated retailers remained constant at slightly above 4% of total retail sales.

Other retail organizations

There are also many other kinds of retail organisations present in China although these organisations may not be as common in other countries. These include collective co-operatives and foreign-local joint ventures. For a collective co-operative, some or all of the employees in this company put their investment (usually in the form of cash) into the company. Everyone in this company is a joint and equal owner of the company, although the company is ultimately operated by one person or by a group of people. At the end of year, each interest collects their share of the profit, according to their proportion of the invested capital. 

With the rapid development of organisations such as multiples, however, more and more of such organisations went bankrupt or were integrated into the membership of other organisations like franchising or co-operative organisations to better compete in the retailing industry. 

Table 94 Retail Sales by Form of Organisation 1999-2003 


RMB billion
	
	1999
	2000
	2001
	2002
	2003

	Multiples 
	720.2
	850.0
	1,011.3
	1,198.4
	1,450.1

	Co-operatives 
	222.3
	242.3
	262.9
	286.0
	314.4

	Franchising 
	316.3
	341.6
	386.0
	453.6
	535.2

	Voluntary chains/Buying groups/ 
	
	
	
	
	

	Affiliated retailers 
	141.0
	150.5
	165.2
	180.1
	195.6

	Other 
	760.9
	685.5
	616.9
	484.5
	336.8

	Independents (non-affiliated) 
	970.7
	1,145.4
	1,317.2
	1,488.5
	1,652.2

	 
	
	
	
	
	

	TOTAL 
	3,131.4
	3,415.3
	3,759.5
	4,091.1
	4,484.3




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: Franchised stores with more than 10 outlets are included in farnchising only and not double-counted in Multiples

Table 95 Retail Sales by Form of Organisation: % Analysis 1999-2003 



% retail value
	
	1999
	2000
	2001
	2002
	2003

	Multiples 
	23.0
	24.9
	26.9
	29.3
	32.3

	Co-operatives 
	7.1
	7.1
	7.0
	7.0
	7.0

	Franchising 
	10.1
	10.0
	10.3
	11.1
	11.9

	Voluntary chains/Buying groups/ 
	
	
	
	
	

	Affiliated retailers 
	4.5
	4.4
	4.4
	4.4
	4.4

	Other 
	24.3
	20.1
	16.4
	11.8
	7.5

	Independents (non-affiliated) 
	31.0
	33.5
	35.0
	36.4
	36.8

	 
	
	
	
	
	

	TOTAL 
	100.0
	100.0
	100.0
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 96 Retail Sales by Form of Organisation: % Growth 1999-2003 



%
	
	1999/2003
	2002/2003

	Multiples 
	101.3
	21.0

	Co-operatives 
	41.4
	9.9

	Franchising 
	69.2
	18.0

	Voluntary chains/Buying groups/Affiliated retailers 
	38.7
	8.6

	Other  
	-55.7
	-30.5

	 
	
	

	Independents (non-affiliated) 
	70.2
	11.0

	TOTAL 
	43.2
	9.6




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

9.2 Number of Retail Outlets

Overview

Overall, the total number of retail outlets in China have been increasing, given the dynamic growth of the economy and as a result, the retailing industry too. This was similarly true for most types of retail outlets, regardless of the type of organisation these retail outlets belonged to, except for collective co-operatives and other forms of retail organisation in the Others subsector. 

Multiples lead the way

Multiples comprise the largest number of retail outlets among the various organizations in 2003. In 1999 the number of retail outlets belonging to multipels was 5,417 million, or about 30% of the total number retail outlets. By the end of 2003, the number of multiples grew to 7,607 million, or about 33% of total retail outlets. 

The number of multiples has grown quickly over the review period, growing by about 40%. This growth rate is second only to the growth rate of franchises. Multiples are seen by most industry observers as being the most influential type of business organisation in the retailing industry in China. Its speed of development has been much faster than other retailing business types. 

Growing but not quite keeping pace

Co-operatives and franchising have not developed fully in China although both of these two types of frms of organisations claim to have some advantages over multiples. For example, these types of organizations claim to be better equipped with a more flexible management system and lower costs in general, driven by the direct interest of the stakeholders. 

Through co-operatives and franchising, brand building is also cumulative if not enhanced by the collective membership. Co-operatives are not new in China, as there have been forms of co-operatives in the country from the 1950s, as part of the state-owned, centrally planned economy. 

Franchising on the up

Franchising is a newer retailing concept in contrast but has been welcomed warmly by consumers and small busines owners. For the latter, as franchisees, they can benefit from the brand equity of the franchisor directly without investing in this painstakingly to develop it over time. Over the review period, franchises grew the fastest of all the forms of organisation or about 48% over the review period. Although franchises have the ability to grow faster than most other retail forms of organization, franchises still need time to understand and adapt to local tastes and preferences. The number of retail outlets operating as franchises was about 15% of the total number of retail outlets at the end of 2003. 

The number of Voluntary chains/Buying groups/Affiliated retailers is the smallest among all the retail organisations. Sources believe that this is mainly because the natural character of Chinese in general is to look after their own interests above collective interests that may not offer immediate returns. To that extent, many Chinese may see such collective arrangements as simply another means to gain quick profits. The chains/group is put together to benefit from the opportunity present at that time, but also as quickly disbanded after profiting from that particular opportunity. Though such groups/organizations do not comprise a large percentage of the total number of retail outlets, they continue to grow in number, and have grown about 33% over the review period.

The number of independents is the second largest sector of the entire retail outlets after multiples. The percentage of retail outlets of independents remained stable, at about 24% of the total retail outlets over the review period. At the end of 2003, the number of retail outlets of independents reached 5,556 million. It is worthwhile to note though that more and more independents have been pushed into the less developed parts of China as multiples (mostly) continue to cannibalise the consumer base of smaller retailers including independents. Even within large cities such as Shanghai and Beijing, independents have been pushed out of secondary areas into makeshift stalls or outlying areas, if they so wish to remain in the vicinity.

Table 97 Number of Retail Outlets by Form Of Organisation 1999-2003 



Outlets '000
	
	1999
	2000
	2001
	2002
	2003

	Multiples 
	5,417.4
	5,946.5
	6,349.9
	6,944.0
	7,607.6

	Co-operatives 
	1,300.1
	1,448.0
	1,541.8
	1,660.5
	1,775.1

	Franchising 
	2,383.7
	2,741.6
	2,982.2
	3,256.4
	3,527.2

	Voluntary chains/Buying groups/ 
	
	
	
	
	

	Affiliated retailers 
	642.9
	675.7
	689.8
	776.4
	853.0

	Others 
	3,972.8
	3,938.6
	3,834.3
	3,644.5
	3,734.6

	Independents (non-affiliated) 
	4,341.2
	4,556.4
	4,889.2
	5,283.5
	5,555.8

	 
	
	
	
	
	

	TOTAL 
	18,058.10
	19,306.80
	20,287.20
	21,565.30
	23,053.30




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

9.3 Multiples

Introduction

Alongside the dyanamic growth of the economy, multiples have grown from strength to strength over the review period, due mainly to two factors:

Previously multiples tended to be large, beauraucratic state-owned enterprises. In the 1990s though, drawn by the fast growth rate of the economy and subsequently its 1.3 billion population, more and more foreign investors and sellers have been attracted to the country. At the same time central government policies tend to be more and more market oriented, and also more tolerant of Western practices and products. This sudden opening up of the country and the almost overnight growth in prosperity meant that Chinese residents were suddenly deluged with choice in brands, prices and quality that were not always evident. These factors combined in a synergistic way to pave the way for the quick growth of foreign-owned retailers such as Wal-Mart and Carrefour.

Secondly, many incumbents were unable to adapt to change, whether due to the bureaucratic structures of their hierarchical state-owned legacy or of an unquestioning nature. Many state-owned enterprises, both large snd small either folded or were forced to merge in a desperate attempt to stay alive through consolidation and targeted increased economies of scale. 

Development of multiples

Multiples count amongst themselves supermarkets, hypermarkets, department stores, and specialty stores. Most multiples are chain stores and brand stores (stores with their own fascias), usually with more than 10 outlets under the same brand. 

For chain stores, there are three main business types—supermarkets, specialty stores and franchisors. At the time of writing, there is a very high level of corporate activity in the area of supermarkets. There have been countless M&As as retailers consolidating look for both prime locations through acquisitions as well as increased criticial mass to better compete with existing leading supermarket chains. 

According to industry sources, there are only three retailers whose gross margin percentage are above 20 percentage points and are significant players. These three multiples are large- scale foreign-owned retailers that entered China early. Most of the other retailers, especially domestic retailers, register gross margin percentages of around 10 percentage points. In spite of these lower gross margins, consumers do not bear this perception, as local retailers struggle to keep up with the aggressive pricing promotions marketed frequently by mostly foreign-owned retailers.

Leading multiples

The top 10 multiples in 2003 comprised the top 10 leading retailers overall in China as well. This is significant as an indicator of the leading position of multiples over other retail forms of organisations. The Shanghai Friendship group comprising of three main fascias was the leader of the pack. Its retail chain of "Lianhua" supermarkets was joined by Centurymart hypermarket outlets and Quik fascia of convenience stores to total over 2,400 outlets at the end of 2003.

The total sales of the top 10 leading retail multiples in 2003 was RMB142 billion, what means the top 10 leading retail multiples' sales occupied almost 10% of the total retail sales of multiples in 2003. 

Table 98 Leading Retail Multiples 2003 



RMB million/outlets
	
	Fascia(s)
	Sales (RMB million)
	Outlets

	Shanghai Friendship 
	Lianhua, Centurymart, 
	
	

	 
	Quik, Friendship
	26,957.0
	2,442

	Beijing Gome 
	Gome
	20,500.0
	132

	Carrefour 
	Carrefour
	20,104.6
	40

	Wal-Mart 
	Wal-Mart, Sam's club
	14,939.2
	31

	Beijing Hualian 
	Hualian
	14,500.0
	106

	Dashang group 
	Dashang
	13,600.0
	42

	Shanghai Hualian supermarket 
	Hualian
	12,500.0
	1,560

	Shanghai No.1 
	Shanghai No.1
	10,550.0
	39

	Shanghai Nong-gong-shang  
	Nong-gong-shang
	
	

	Supermarket 
	Supermarket
	10,100
	1,050

	 
	
	
	

	Jiangsu Suguo supermarket 
	Jiangsu Suguo 
	9,241
	1,100

	TOTAL 
	
	142,901.9
	6,502




Source: Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

9.4 Cooperatives

Introduction

There are many cooperative retailers in China. However, for the purposes of this report, and accordingly with official sources of information, we included cooperatives as part of multiples. 

There are also many other significantly large cooperatives in other industries, although these have over time been either dismantled or converted into corporations not unlike multiples. This is a typical scenario whereby a cooperative has officially been reorganised into a privately run corporation although its management try to treat its employees as partners and not simply as a cost of production. The performance of such cooperatives turned corporations is decidedly mixed, and official data on this is elusive.

Development of cooperatives

Cooperatives have a long history in China's retailing industry. Since the 1950s, villages and groups of villages tended to pool their resources into cooperatives, as part of government policy and possibly their natural inclinations (as argued by local sources). After many years, running, and with the added experience of cooperatives overseas that have competed in capitalist economies, today's cooperatives have become more mature and more sophisticated entities. There are several big cooperative retailers outside of the top 10 retailers but are significant players in that they are in the next tiers, and within the top 100 retailers in the country. 

Leading cooperatives

Jiangsu Suning is a significant player in the durable goods sector, and also the leading cooperative in China in 2003. It is located in Jiangsu province and recorded annual sales of RMB8,000 million in 2003. Suning had 105 outlets at the end of 2003, which compared favourable to the largest durable goods retailer – Beijing Gome. Compared to Beijing Gome's sales though, Suning is significantly smaller, pointing to the lower prices and also quality of products that can be found in Suning's store compared to Beijing Gome. This is a key reason why cooperatives in general are not as large as multiples, as they consider lower prices a part of the benefits that their members should enjoy. 

Table 99 Leading Retail Cooperatives 2003 



RMB/outlets
	
	Fascia(s)
	Sales (RMB million)
	Outlets

	 
	
	
	

	Jiangsu Suning 
	Suning
	8,000
	105

	TOTAL 
	
	8,000
	105




Source: Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

9.5 Franchising

Introduction

Franchising is a relatively new concept in China. Franchising presented itself in China over the last six or seven years in China. Franchising covers many retailing business types including grocery outlets, convenience stores, clothing and footwear specialty stores, booksellers, laundry stores and even gas stations and automation conserves. Other service businesses such as education firms, training firms and real estate agencies are all known to have embraced franchising to various extents. 

Development of franchising

The development of franchised grocery stores has experienced the fastest growth of all retailer types. In fact, most franchised stores today are grocery stores of domestic retailers. The main issue faced by both foreign and local franchisors though remain those of franchisees adhering to the terms and conditions of their agreements, as well as the recourse to effective action in the event of non-compliance by franchisees.

Apart from those two primary concerns, local franchisees have shown a keen if not unsurprising willingness to take on technology tutorship and fascia admission, as well as learn about management support and product distribution. In short, until local franchisees can be convinced to stay true to their franchisors, the development of franchising in China will be to a certain extent be held back by efforts to limit the potential losses by franchisors to franchisees who try to underdeclare their sales, amongst others.

Trends in retailer turnover

As a new concept in China retailing industry, franchising has covered almost all of the retailing business types, there are also many old retailing business types joined in franchising form like laundry store, and water delivery.

The retail sales is keeping on increasing in these years, but there is also one thing we have to think of is that the old business types are going to be disappeared under the fiery competition. 

Franchise retailing infrastructure

Franchising exists in almost all sectors of the retailing industry. In China, most consumers expend more than 50% of their disposable income on food. Correspondingly, the number of franchised food retailers occupied the leading position in terms of franchisees by retail sector over the review period. 

After several years of growth throughout the early to late 1990s, food franchisees began to decline due to intensified competition. In 1999, the number of retail food franchisees stood at about 58,000 or 56% all retail franchisees. At the end of 2003 though, the share of food franchisees had declined to about 46%. 

Clothing and footwear on a growth trend

Contrast with food franchisees, the number of clothes and footwear franchisees has keept on increasing over the last five years from 1999. Ironically, according to industry sources, clothing and footwear franchisees are also the most susceptible to a lack of operating capital and changes in consumer tastes and preferences. In general though, the number of clothes and footwear franchisees are increasing, and correspondingly, the number of franchised clothes and footwear outlets have also kept on increasing. 

Other franchisees by retail sector, including leisure and personal goods franchisees have grown over the review period due mainly to the new found consumerism and unparalleled economic growth in the country. Other retail sectors included in the others subsector include non-speciality stores not included elsewhere such as general merchandise stores.

Table 100 Number of Franchisees by Retail Sector 1999-2003 



'000
	
	1999
	2000
	2001
	2002
	2003

	Food 
	58.0
	59.4
	53.7
	52.3
	50.1

	Clothes and footwear 
	14.5
	17.7
	17.8
	19.1
	20.1

	Health and beauty products 
	8.5
	10.7
	10.5
	11.1
	13.2

	Leisure and personal goods 
	7.3
	8.6
	8.8
	9.1
	9.9

	Furniture and home furnishings 
	5.2
	4.6
	4.9
	5.6
	6.3

	Durable goods 
	2.1
	2.4
	2.7
	3.1
	2.6

	Convenience stores 
	1.2
	2.3
	2.5
	2.8
	2.5

	Others 
	6.8
	8.6
	7.6
	5.3
	5.4

	 
	
	
	
	
	

	TOTAL 
	103.6
	114.2
	108.4
	108.5
	110.2




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates

Leading retail franchisors

Jiangsu Suguo

Jiangsu Suguo Supermarket achieved sales of RMB 9,241 million in 2003. At the end of 2003, the total number of Jaingsu Suguo Supermarket franchises was 715, as 65% of the company's total outlets are franchises. Retail sales of the company's franchised stores were about RMB 4,712 million in 2003.

Esprit 

Esprit's China operations started in 1993 but were not very successful. In 1998, Esprit's operations were relaunched via a 49:51 JV with China Resources. Of the JV's over 500 stores in 2003, 410 are franchised and 100 are self-owned. Esprit's goal is to develop its brand equity and maintain consistent quality levels. 

The turnaround in its China business is partly due to the local expertise offered by China Resources and also partly due to the fruition of its brand building in its earlier years. 

Giordano

Giordano's products are preceived to be relatively high-end, fashionable outfits for young, white-collar females. Giordano started its China business in 1992, but up until 1999, it was

relatively unsuccessful due firstly to the comparatively high developmental costs involved, and secondly, it is suggested, because of a dispute with the Chinese authorities. Of the 533 stores as of end-2003, 100 are managed by Giordano and the rest are franchisees. In 2001, it formed a 50:50 JV with China Resources to develop its lower-end apparel brand, Blue Navy.

Texwinca

Texwinca is a manufacturer-cum-retailer, with manufacturing accounting for as much as 60% of its sales in 2003. Its main brand, Baleno, and two newer brands (Samuel & Kevin and IP Zone) are mid-end casual wear for urban Chinese consumers. It entered the China market rather late (1996) but the company is still relatively young and fast growing. To enter the China market more quickly, the company began to utilise franchising as a means of expansion from 1999. 

Jiangsu Changshu Commodities Market

Amongst domestic retailers, the leading retailer was Jiangsu Changshu Commodities Market, with retail sales of RMB4.34 billion from 176 outlets in 2003. The chain was established in 1981, mainly dealing in low– and medium-quality garments, clothing and fabrics. In the 1980s, it had the lion's share of Suzhou and Wuxi markets. From 1990s onwards, it started expanding westward, while strengthening its foothold in the eastern markets. In 2001, its management hinted that the company might consider becoming a listed company in the next two years, in order to fund further development.

Natural Beauty

Natural Beauty has 1,200 China-based stores but they are mainly franchised operations. Although its retail sales are not available at the time of writing, it is likely to be a major if no leading player in 2002 and 2003. Since the second half of 2001, it has bought controlling stakes in 25 major stores, and it will likely continue to acquire proven successes from among its franchises to enhance margins and to tighten quality controls. Its products are mid to high end in the cosmetics and skincare sector. Unlike MNCs such as L'Oreal and Estée Lauder who mostly sell their products through dedicated counters in department stores, Natural Beauty sells its products via its own stores known locally as beauty centres.

Table 101 Leading Retail Franchisors 2002-2003 



RMB/outlets
	
	Sales (RMB million)
	Outlets
	Sales area (sq m)

	Jiangsu Suguo supermarket 
	4,712
	715
	462,000

	Jiangsu Changsu Commodity market 
	4,340
	176
	184,800

	Esprit 
	2,058.6
	480
	120,000

	Texwinca 
	1,785.6
	720
	115,200

	Giadano 
	1,382.5
	533
	93,275

	 
	
	
	

	Natural Beauty 
	n/a
	1,200
	n/a

	TOTAL 
	14,278.7
	3,824
	975,275




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates

Outlook

Due to the lower operating costs for franchisors to open new retail outlets through franchisees, franchising has grown and will continue to grow more rapildy than other forms of retail organization. Admittedly, other forms of retail organizations share many of the same or similar problems that franchising will encounter. Managing staff turnover and minimising product theft and/or loss are but two common issues. Franchsing, however, will especially appeal to local retailers who are hardworking and determined but perhaps lack the critical mass or the industry expertise to go the course alone. And it is precisely these retailers who make the ideal franchisees. 

Convenience stores, clothing and footwear specialty stores and booksellers are all ilkely to be the main growth sectors of franchised outlets though above the average growth rate of other franchised stores and other non-franchised stores. 

It is also likely that foreign franchisors especially from Taiwan, Hong Kong, Southeast Asia and North America will likely take the punge into China. All have shown strong interest in China as a new market for their businesses, and many have made significant investments preparing for a proposed entry. It is clear that unless the face of the retailing industry in China changes drastically and unexpectedly, franchising has a bright future in China.

9.6 Voluntary Chains/Buying Groups/Affiliated Retailers

Overview

Voluntary chains/Buying groups/Affiliated retailers have a long history in China retailing industry. They are, however, the weakest form of organization for retail businesses. Its retail sales market share of all the retail sales has been between 3% to 4% of total retail sales over the review period. 

Sometimes, these voluntary chains are organized by interested parties, say an association of manufacturers for example, but they will be temporary entities. After a few meetings of the members of the association in question, they would voluntarily agree to dissolve it or leave it dormant until when it might serve a short-term gain again. As such, it is very difficult to identify leading players in this subsector.
9.1 Retail Sales

In China's retailing industry, retailers can be distinguished by several distinct forms of organisation, namely Multiples, Co-operatives, Franchising, Voluntary chains/Buying groups/Affiliated retailers, Independents(non-affiliated) and others otherwise not included elsewhere. 

The independent retailer

Given the large land mass of China, the development of chain stores at the moment has not covered all of China. Most retailers, therefore, continue to be independent, non-affiliated retailers. Independents have consistently generated the greatest percentage of retail sales over the review period. In 1999, the market share of independent retailers was 31% of total retail sales, and grew to almost 37% by 2003. Retail sales at independents grew by 70% over the review period. 

The main feature of independent retailers is that usually each independent retail business consists of no more than two outlets with less than 50 square metres of retail sales area. In fact some of them are simply singular floating stalls, catering to the local populace in less accessible parts of the country. In its totality though the market share of independent retailers is still very important given its leading position compared to other forms of retail organisations. 

Multiples keep growing

In China, multiples include hypermarket chains Carrefour and Wal-Mart and many other homegrown chains such as Shanghai Friendship, Shanghai No.1 and Beijing Gome. 

Multiples are characterized by rapid development over the review period; total retail sales of multiples in 1999 was RMB720 billion but expanded by more than twofold, reaching RMB1,450 billion by 2003. At the end of 2003, the market share of multiples was 32%, compared to 23% of the corresponding value in 1999. 

Multiples tend to be more efficient and aggressive, combining competitiveness with often deeper pockets to achieve lower retail prices to attract more consumers whilst extracting lower supplier prices with their larger orders (and bargaining powers).

Franchising

Franchising is another important organisation in China, although it is still not very mature. Almost all kinds of retail business types have franchising business including grocery stores, convenience stores and health and beauty stores. Most franchised operations are still in its infancy stage. Often, franchisors are thought to be rather hands-off in their administration and operations of their franchisees. This has somehwat affected the rate of growth of franchising in China, although there reamins to be great potential to be tapped for this organization type. Franchising as a percentage of total retail sales has grown from 10% in 1999 to almost 12% in 2003.

Voluntary chains/Buying groups/Affiliated retailers

Voluntary chains, buying groups and affiliated retailers are basically when individuals decide to cooperate, but do not want to give up control of their own business. For example, a voluntary chain may be formed when individual grocers decide to form a chain of stores, perhaps under a joint brand or chain. A buying group may have different fascia/brands, but they benefit from combining their orders from manufacturers or wholesalers, so that they can get better prices and/or terms, from their larger combined orders. Affiliated retailers may decide to join a certain arrangement that allows consumers to enjoy certain benefits, if they visit these different retailers, who may be strong in some parts of the country, but less strong in other parts of the country. These are viewed as Western concepts, and are are not popular in China. The local practice is more towards outright M&As or collective co-operatives or simply co-operatives. The market share of these rather Western-influenced organisations is the lowest among all the retail organisations. From 2000 to 2003, the market share of Voluntary chains/Buying groups/Affiliated retailers remained constant at slightly above 4% of total retail sales.

Other retail organizations

There are also many other kinds of retail organisations present in China although these organisations may not be as common in other countries. These include collective co-operatives and foreign-local joint ventures. For a collective co-operative, some or all of the employees in this company put their investment (usually in the form of cash) into the company. Everyone in this company is a joint and equal owner of the company, although the company is ultimately operated by one person or by a group of people. At the end of year, each interest collects their share of the profit, according to their proportion of the invested capital. 

With the rapid development of organisations such as multiples, however, more and more of such organisations went bankrupt or were integrated into the membership of other organisations like franchising or co-operative organisations to better compete in the retailing industry. 

Table 94 Retail Sales by Form of Organisation 1999-2003 


RMB billion
	
	1999
	2000
	2001
	2002
	2003

	Multiples 
	720.2
	850.0
	1,011.3
	1,198.4
	1,450.1

	Co-operatives 
	222.3
	242.3
	262.9
	286.0
	314.4

	Franchising 
	316.3
	341.6
	386.0
	453.6
	535.2

	Voluntary chains/Buying groups/ 
	
	
	
	
	

	Affiliated retailers 
	141.0
	150.5
	165.2
	180.1
	195.6

	Other 
	760.9
	685.5
	616.9
	484.5
	336.8

	Independents (non-affiliated) 
	970.7
	1,145.4
	1,317.2
	1,488.5
	1,652.2

	 
	
	
	
	
	

	TOTAL 
	3,131.4
	3,415.3
	3,759.5
	4,091.1
	4,484.3




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on company annual reports
Note: Franchised stores with more than 10 outlets are included in farnchising only and not double-counted in Multiples

Table 95 Retail Sales by Form of Organisation: % Analysis 1999-2003 



% retail value
	
	1999
	2000
	2001
	2002
	2003

	Multiples 
	23.0
	24.9
	26.9
	29.3
	32.3

	Co-operatives 
	7.1
	7.1
	7.0
	7.0
	7.0

	Franchising 
	10.1
	10.0
	10.3
	11.1
	11.9

	Voluntary chains/Buying groups/ 
	
	
	
	
	

	Affiliated retailers 
	4.5
	4.4
	4.4
	4.4
	4.4

	Other 
	24.3
	20.1
	16.4
	11.8
	7.5

	Independents (non-affiliated) 
	31.0
	33.5
	35.0
	36.4
	36.8

	 
	
	
	
	
	

	TOTAL 
	100.0
	100.0
	100.0
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 96 Retail Sales by Form of Organisation: % Growth 1999-2003 



%
	
	1999/2003
	2002/2003

	Multiples 
	101.3
	21.0

	Co-operatives 
	41.4
	9.9

	Franchising 
	69.2
	18.0

	Voluntary chains/Buying groups/Affiliated retailers 
	38.7
	8.6

	Other  
	-55.7
	-30.5

	 
	
	

	Independents (non-affiliated) 
	70.2
	11.0

	TOTAL 
	43.2
	9.6




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 
9.2 Number of Retail Outlets

Overview

Overall, the total number of retail outlets in China have been increasing, given the dynamic growth of the economy and as a result, the retailing industry too. This was similarly true for most types of retail outlets, regardless of the type of organisation these retail outlets belonged to, except for collective co-operatives and other forms of retail organisation in the Others subsector. 

Multiples lead the way

Multiples comprise the largest number of retail outlets among the various organizations in 2003. In 1999 the number of retail outlets belonging to multipels was 5,417 million, or about 30% of the total number retail outlets. By the end of 2003, the number of multiples grew to 7,607 million, or about 33% of total retail outlets. 

The number of multiples has grown quickly over the review period, growing by about 40%. This growth rate is second only to the growth rate of franchises. Multiples are seen by most industry observers as being the most influential type of business organisation in the retailing industry in China. Its speed of development has been much faster than other retailing business types. 

Growing but not quite keeping pace

Co-operatives and franchising have not developed fully in China although both of these two types of frms of organisations claim to have some advantages over multiples. For example, these types of organizations claim to be better equipped with a more flexible management system and lower costs in general, driven by the direct interest of the stakeholders. 

Through co-operatives and franchising, brand building is also cumulative if not enhanced by the collective membership. Co-operatives are not new in China, as there have been forms of co-operatives in the country from the 1950s, as part of the state-owned, centrally planned economy. 

Franchising on the up

Franchising is a newer retailing concept in contrast but has been welcomed warmly by consumers and small busines owners. For the latter, as franchisees, they can benefit from the brand equity of the franchisor directly without investing in this painstakingly to develop it over time. Over the review period, franchises grew the fastest of all the forms of organisation or about 48% over the review period. Although franchises have the ability to grow faster than most other retail forms of organization, franchises still need time to understand and adapt to local tastes and preferences. The number of retail outlets operating as franchises was about 15% of the total number of retail outlets at the end of 2003. 

The number of Voluntary chains/Buying groups/Affiliated retailers is the smallest among all the retail organisations. Sources believe that this is mainly because the natural character of Chinese in general is to look after their own interests above collective interests that may not offer immediate returns. To that extent, many Chinese may see such collective arrangements as simply another means to gain quick profits. The chains/group is put together to benefit from the opportunity present at that time, but also as quickly disbanded after profiting from that particular opportunity. Though such groups/organizations do not comprise a large percentage of the total number of retail outlets, they continue to grow in number, and have grown about 33% over the review period.

The number of independents is the second largest sector of the entire retail outlets after multiples. The percentage of retail outlets of independents remained stable, at about 24% of the total retail outlets over the review period. At the end of 2003, the number of retail outlets of independents reached 5,556 million. It is worthwhile to note though that more and more independents have been pushed into the less developed parts of China as multiples (mostly) continue to cannibalise the consumer base of smaller retailers including independents. Even within large cities such as Shanghai and Beijing, independents have been pushed out of secondary areas into makeshift stalls or outlying areas, if they so wish to remain in the vicinity.

Table 97 Number of Retail Outlets by Form Of Organisation 1999-2003 


Outlets '000
	
	1999
	2000
	2001
	2002
	2003

	Multiples 
	5,417.4
	5,946.5
	6,349.9
	6,944.0
	7,607.6

	Co-operatives 
	1,300.1
	1,448.0
	1,541.8
	1,660.5
	1,775.1

	Franchising 
	2,383.7
	2,741.6
	2,982.2
	3,256.4
	3,527.2

	Voluntary chains/Buying groups/ 
	
	
	
	
	

	Affiliated retailers 
	642.9
	675.7
	689.8
	776.4
	853.0

	Others 
	3,972.8
	3,938.6
	3,834.3
	3,644.5
	3,734.6

	Independents (non-affiliated) 
	4,341.2
	4,556.4
	4,889.2
	5,283.5
	5,555.8

	 
	
	
	
	
	

	TOTAL 
	18,058.10
	19,306.80
	20,287.20
	21,565.30
	23,053.30




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 
9.3 Multiples

Introduction

Alongside the dyanamic growth of the economy, multiples have grown from strength to strength over the review period, due mainly to two factors:

Previously multiples tended to be large, beauraucratic state-owned enterprises. In the 1990s though, drawn by the fast growth rate of the economy and subsequently its 1.3 billion population, more and more foreign investors and sellers have been attracted to the country. At the same time central government policies tend to be more and more market oriented, and also more tolerant of Western practices and products. This sudden opening up of the country and the almost overnight growth in prosperity meant that Chinese residents were suddenly deluged with choice in brands, prices and quality that were not always evident. These factors combined in a synergistic way to pave the way for the quick growth of foreign-owned retailers such as Wal-Mart and Carrefour.

Secondly, many incumbents were unable to adapt to change, whether due to the bureaucratic structures of their hierarchical state-owned legacy or of an unquestioning nature. Many state-owned enterprises, both large snd small either folded or were forced to merge in a desperate attempt to stay alive through consolidation and targeted increased economies of scale. 

Development of multiples

Multiples count amongst themselves supermarkets, hypermarkets, department stores, and specialty stores. Most multiples are chain stores and brand stores (stores with their own fascias), usually with more than 10 outlets under the same brand. 

For chain stores, there are three main business types—supermarkets, specialty stores and franchisors. At the time of writing, there is a very high level of corporate activity in the area of supermarkets. There have been countless M&As as retailers consolidating look for both prime locations through acquisitions as well as increased criticial mass to better compete with existing leading supermarket chains. 

According to industry sources, there are only three retailers whose gross margin percentage are above 20 percentage points and are significant players. These three multiples are large- scale foreign-owned retailers that entered China early. Most of the other retailers, especially domestic retailers, register gross margin percentages of around 10 percentage points. In spite of these lower gross margins, consumers do not bear this perception, as local retailers struggle to keep up with the aggressive pricing promotions marketed frequently by mostly foreign-owned retailers.

Leading multiples

The top 10 multiples in 2003 comprised the top 10 leading retailers overall in China as well. This is significant as an indicator of the leading position of multiples over other retail forms of organisations. The Shanghai Friendship group comprising of three main fascias was the leader of the pack. Its retail chain of "Lianhua" supermarkets was joined by Centurymart hypermarket outlets and Quik fascia of convenience stores to total over 2,400 outlets at the end of 2003.

The total sales of the top 10 leading retail multiples in 2003 was RMB142 billion, what means the top 10 leading retail multiples' sales occupied almost 10% of the total retail sales of multiples in 2003. 

Table 98 Leading Retail Multiples 2003 


RMB million/outlets
	
	Fascia(s)
	Sales (RMB million)
	Outlets

	Shanghai Friendship 
	Lianhua, Centurymart, 
	
	

	 
	Quik, Friendship
	26,957.0
	2,442

	Beijing Gome 
	Gome
	20,500.0
	132

	Carrefour 
	Carrefour
	20,104.6
	40

	Wal-Mart 
	Wal-Mart, Sam's club
	14,939.2
	31

	Beijing Hualian 
	Hualian
	14,500.0
	106

	Dashang group 
	Dashang
	13,600.0
	42

	Shanghai Hualian supermarket 
	Hualian
	12,500.0
	1,560

	Shanghai No.1 
	Shanghai No.1
	10,550.0
	39

	Shanghai Nong-gong-shang  
	Nong-gong-shang
	
	

	Supermarket 
	Supermarket
	10,100
	1,050

	 
	
	
	

	Jiangsu Suguo supermarket 
	Jiangsu Suguo 
	9,241
	1,100

	TOTAL 
	
	142,901.9
	6,502




Source: Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 
9.4 Cooperatives

Introduction

There are many cooperative retailers in China. However, for the purposes of this report, and accordingly with official sources of information, we included cooperatives as part of multiples. 

There are also many other significantly large cooperatives in other industries, although these have over time been either dismantled or converted into corporations not unlike multiples. This is a typical scenario whereby a cooperative has officially been reorganised into a privately run corporation although its management try to treat its employees as partners and not simply as a cost of production. The performance of such cooperatives turned corporations is decidedly mixed, and official data on this is elusive.

Development of cooperatives

Cooperatives have a long history in China's retailing industry. Since the 1950s, villages and groups of villages tended to pool their resources into cooperatives, as part of government policy and possibly their natural inclinations (as argued by local sources). After many years, running, and with the added experience of cooperatives overseas that have competed in capitalist economies, today's cooperatives have become more mature and more sophisticated entities. There are several big cooperative retailers outside of the top 10 retailers but are significant players in that they are in the next tiers, and within the top 100 retailers in the country. 

Leading cooperatives

Jiangsu Suning is a significant player in the durable goods sector, and also the leading cooperative in China in 2003. It is located in Jiangsu province and recorded annual sales of RMB8,000 million in 2003. Suning had 105 outlets at the end of 2003, which compared favourable to the largest durable goods retailer – Beijing Gome. Compared to Beijing Gome's sales though, Suning is significantly smaller, pointing to the lower prices and also quality of products that can be found in Suning's store compared to Beijing Gome. This is a key reason why cooperatives in general are not as large as multiples, as they consider lower prices a part of the benefits that their members should enjoy. 

Table 99 Leading Retail Cooperatives 2003 


RMB/outlets
	
	Fascia(s)
	Sales (RMB million)
	Outlets

	 
	
	
	

	Jiangsu Suning 
	Suning
	8,000
	105

	TOTAL 
	
	8,000
	105




Source: Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 
9.5 Franchising

Introduction

Franchising is a relatively new concept in China. Franchising presented itself in China over the last six or seven years in China. Franchising covers many retailing business types including grocery outlets, convenience stores, clothing and footwear specialty stores, booksellers, laundry stores and even gas stations and automation conserves. Other service businesses such as education firms, training firms and real estate agencies are all known to have embraced franchising to various extents. 

Development of franchising

The development of franchised grocery stores has experienced the fastest growth of all retailer types. In fact, most franchised stores today are grocery stores of domestic retailers. The main issue faced by both foreign and local franchisors though remain those of franchisees adhering to the terms and conditions of their agreements, as well as the recourse to effective action in the event of non-compliance by franchisees.

Apart from those two primary concerns, local franchisees have shown a keen if not unsurprising willingness to take on technology tutorship and fascia admission, as well as learn about management support and product distribution. In short, until local franchisees can be convinced to stay true to their franchisors, the development of franchising in China will be to a certain extent be held back by efforts to limit the potential losses by franchisors to franchisees who try to underdeclare their sales, amongst others.

Trends in retailer turnover

As a new concept in China retailing industry, franchising has covered almost all of the retailing business types, there are also many old retailing business types joined in franchising form like laundry store, and water delivery.

The retail sales is keeping on increasing in these years, but there is also one thing we have to think of is that the old business types are going to be disappeared under the fiery competition. 

Franchise retailing infrastructure

Franchising exists in almost all sectors of the retailing industry. In China, most consumers expend more than 50% of their disposable income on food. Correspondingly, the number of franchised food retailers occupied the leading position in terms of franchisees by retail sector over the review period. 

After several years of growth throughout the early to late 1990s, food franchisees began to decline due to intensified competition. In 1999, the number of retail food franchisees stood at about 58,000 or 56% all retail franchisees. At the end of 2003 though, the share of food franchisees had declined to about 46%. 

Clothing and footwear on a growth trend

Contrast with food franchisees, the number of clothes and footwear franchisees has keept on increasing over the last five years from 1999. Ironically, according to industry sources, clothing and footwear franchisees are also the most susceptible to a lack of operating capital and changes in consumer tastes and preferences. In general though, the number of clothes and footwear franchisees are increasing, and correspondingly, the number of franchised clothes and footwear outlets have also kept on increasing. 

Other franchisees by retail sector, including leisure and personal goods franchisees have grown over the review period due mainly to the new found consumerism and unparalleled economic growth in the country. Other retail sectors included in the others subsector include non-speciality stores not included elsewhere such as general merchandise stores.

Table 100 Number of Franchisees by Retail Sector 1999-2003 


'000
	
	1999
	2000
	2001
	2002
	2003

	Food 
	58.0
	59.4
	53.7
	52.3
	50.1

	Clothes and footwear 
	14.5
	17.7
	17.8
	19.1
	20.1

	Health and beauty products 
	8.5
	10.7
	10.5
	11.1
	13.2

	Leisure and personal goods 
	7.3
	8.6
	8.8
	9.1
	9.9

	Furniture and home furnishings 
	5.2
	4.6
	4.9
	5.6
	6.3

	Durable goods 
	2.1
	2.4
	2.7
	3.1
	2.6

	Convenience stores 
	1.2
	2.3
	2.5
	2.8
	2.5

	Others 
	6.8
	8.6
	7.6
	5.3
	5.4

	 
	
	
	
	
	

	TOTAL 
	103.6
	114.2
	108.4
	108.5
	110.2




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates

Leading retail franchisors

Jiangsu Suguo

Jiangsu Suguo Supermarket achieved sales of RMB 9,241 million in 2003. At the end of 2003, the total number of Jaingsu Suguo Supermarket franchises was 715, as 65% of the company's total outlets are franchises. Retail sales of the company's franchised stores were about RMB 4,712 million in 2003.

Esprit 

Esprit's China operations started in 1993 but were not very successful. In 1998, Esprit's operations were relaunched via a 49:51 JV with China Resources. Of the JV's over 500 stores in 2003, 410 are franchised and 100 are self-owned. Esprit's goal is to develop its brand equity and maintain consistent quality levels. 

The turnaround in its China business is partly due to the local expertise offered by China Resources and also partly due to the fruition of its brand building in its earlier years. 

Giordano

Giordano's products are preceived to be relatively high-end, fashionable outfits for young, white-collar females. Giordano started its China business in 1992, but up until 1999, it was

relatively unsuccessful due firstly to the comparatively high developmental costs involved, and secondly, it is suggested, because of a dispute with the Chinese authorities. Of the 533 stores as of end-2003, 100 are managed by Giordano and the rest are franchisees. In 2001, it formed a 50:50 JV with China Resources to develop its lower-end apparel brand, Blue Navy.

Texwinca

Texwinca is a manufacturer-cum-retailer, with manufacturing accounting for as much as 60% of its sales in 2003. Its main brand, Baleno, and two newer brands (Samuel & Kevin and IP Zone) are mid-end casual wear for urban Chinese consumers. It entered the China market rather late (1996) but the company is still relatively young and fast growing. To enter the China market more quickly, the company began to utilise franchising as a means of expansion from 1999. 

Jiangsu Changshu Commodities Market

Amongst domestic retailers, the leading retailer was Jiangsu Changshu Commodities Market, with retail sales of RMB4.34 billion from 176 outlets in 2003. The chain was established in 1981, mainly dealing in low– and medium-quality garments, clothing and fabrics. In the 1980s, it had the lion's share of Suzhou and Wuxi markets. From 1990s onwards, it started expanding westward, while strengthening its foothold in the eastern markets. In 2001, its management hinted that the company might consider becoming a listed company in the next two years, in order to fund further development.

Natural Beauty

Natural Beauty has 1,200 China-based stores but they are mainly franchised operations. Although its retail sales are not available at the time of writing, it is likely to be a major if no leading player in 2002 and 2003. Since the second half of 2001, it has bought controlling stakes in 25 major stores, and it will likely continue to acquire proven successes from among its franchises to enhance margins and to tighten quality controls. Its products are mid to high end in the cosmetics and skincare sector. Unlike MNCs such as L'Oreal and Estée Lauder who mostly sell their products through dedicated counters in department stores, Natural Beauty sells its products via its own stores known locally as beauty centres.

Table 101 Leading Retail Franchisors 2002-2003 



RMB/outlets
	
	Sales (RMB million)
	Outlets
	Sales area (sq m)

	Jiangsu Suguo supermarket 
	4,712
	715
	462,000

	Jiangsu Changsu Commodity market 
	4,340
	176
	184,800

	Esprit 
	2,058.6
	480
	120,000

	Texwinca 
	1,785.6
	720
	115,200

	Giadano 
	1,382.5
	533
	93,275

	 
	
	
	

	Natural Beauty 
	n/a
	1,200
	n/a

	TOTAL 
	14,278.7
	3,824
	975,275




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates

Outlook

Due to the lower operating costs for franchisors to open new retail outlets through franchisees, franchising has grown and will continue to grow more rapildy than other forms of retail organization. Admittedly, other forms of retail organizations share many of the same or similar problems that franchising will encounter. Managing staff turnover and minimising product theft and/or loss are but two common issues. Franchsing, however, will especially appeal to local retailers who are hardworking and determined but perhaps lack the critical mass or the industry expertise to go the course alone. And it is precisely these retailers who make the ideal franchisees. 

Convenience stores, clothing and footwear specialty stores and booksellers are all ilkely to be the main growth sectors of franchised outlets though above the average growth rate of other franchised stores and other non-franchised stores. 

It is also likely that foreign franchisors especially from Taiwan, Hong Kong, Southeast Asia and North America will likely take the punge into China. All have shown strong interest in China as a new market for their businesses, and many have made significant investments preparing for a proposed entry. It is clear that unless the face of the retailing industry in China changes drastically and unexpectedly, franchising has a bright future in China.
9.6 Voluntary Chains/Buying Groups/Affiliated Retailers

Overview

Voluntary chains/Buying groups/Affiliated retailers have a long history in China retailing industry. They are, however, the weakest form of organization for retail businesses. Its retail sales market share of all the retail sales has been between 3% to 4% of total retail sales over the review period. 

Sometimes, these voluntary chains are organized by interested parties, say an association of manufacturers for example, but they will be temporary entities. After a few meetings of the members of the association in question, they would voluntarily agree to dissolve it or leave it dormant until when it might serve a short-term gain again. As such, it is very difficult to identify leading players in this subsector.
10 Overview

Introduction

In China, the main form of large mixed retailers present is department stores. Large mixed retailers in the form of traditional department stores are struggling to maintain their retail turnovers in the retailing industry in China. Hypermarkets, supermarkets and shopping centres as well have replaced them, offering the same wares, but often with more choice and wider ranges of goods and outlets. At the time of writing, department stores are riddled with a myriad of problems. Some department stores have begun to change their business models completely, whilst those less lucky are facing bankruptcy. It seems clear today that department stores, as the main form of large mixed retailers, which once led the retailing industry has instead neared the end of its course, if they fail to revitalise themselves. 

On closer inspection though, it appears that department stores that continue to thrive also exist. These department stores have carved out a niche for themselves, catering to the well-heeled and high income earners. Established domestic players and also foreign players have also tried to zoom in on prime locations within popular shopping centres as a means to take advantage of the rising phenomenon of shopping centres and malls. 

The typical leading domestic large mixed retailers and therefore domestic department stores are Shanghai No.1, Shanghai Yuyuan, Dashang Group and Beijing Hualian.Other major players include foreign retailers such as Pacific (of Taiwan), Parkson (of Malaysia), Isetan (of Japan) and Paris Spring. 

Sales trends

Retail sales through large mixed retailers was RMB483 billion in 2003, translating into growth of 12% over 2002, due mainly to the growth of consumers' disposable income and the increased number of outlets of large mixed retailers. Faced with the threat of more modern formats like hypermarkets and the growth of shopping centres, however, mixed retailers in China have had to change their style of operation. 

In 2002, it was estimated by industry sources that multiples as a whole had caught up with independents as a whole, in terms of retail sales. In 2003, the more dynamic growth trend of multiples continued on the back of increased foreign-backed participation in multiples, acounting for about 52% of total department store sales in 2003. In contrast, at the beginning of the period in 1999, multiples accounted for only about 45% of retail value sales. Multiples continue to invest in marketing and promotion activities including regular sales, to increase brand recognition amongst the growing middle income consumers as well as the higher income consumers. 

Table 102 Mixed Retailer Sales by Outlet Type 1999-2003 


RMB billion
	
	1999
	2000
	2001
	2002
	2003

	Department stores 
	345.4
	360.3
	390.5
	432.0
	482.5




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 103 Mixed Retailer Sales by Form of Organisation 1999-2003 



RMB billion
	
	1999
	2000
	2001
	2002
	2003

	Department stores 
	
	
	
	
	

	- Multiples 
	155.4
	172.9
	191.3
	216.0
	250.9

	- Independents 
	190.0
	187.4
	199.2
	216.0
	231.6

	 
	
	
	
	
	

	TOTAL 
	345.4
	360.3
	390.5
	432.0
	482.5




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Share of core sector sales

Consumers patronise large mixed retailers to get close to as well as to purchase higher quality, branded products. For health and beauty products, department stores are fond of concentrating health and beauty products' counters at the entrance or ground floor, following the success of this strategy by their counterparts in more developed countries. Indeed, it was estimated that about 31% of retail sales of health and beauty products were sold through department stores, as consumers liked the ambience and service they received from these health and beauty products counters. On the other hand though, more affluent consumers are graduating to specialist outlets for the very latest and upmarket brands. 

For clothing and footwear products, department stores account for about 25% of retail sales in 2003. Most of the well-known brands of clothing and footwear are sold in department stores, as opposed to the bulk of the specialist independents and even local specialist multiples. 

For household goods, department stores accounted for a lower percentage of total retail sector sales, of about 17% in 2003, as the majority of consumers continue to buy from lower-priced specialist independents. Also, department stores are facing competitive pressures from specialist multiples who provide better and more specialised after sales service, compared to the more generalist department stores. 

Most leisure and personal goods sold through department stores are the more popular branded products, normally of imported origin or at least a foreign brand name. Books, audio visual goods, toys and sports equipment all rank high on the list of items that affluent consumers treasure brand prominence over price competitiveness. As such, as much as 31% of the value of leisure and personal goods were sold through department stores in 2003, although this was much lower in terms of quantity. Similar to the sale of household goods, though, retail sales of leisure and personal goods are moving towards higher end speciality stores, and away from department stores that fail to provide more than just product availability.

Table 104 Mixed Retailers' Share of Core Sector Sales 2003 



% value
	
	Health/ Beauty products
	Clothing/ Footwear
	Household goods
	Durable goods
	Leisure/ Personal goods

	Department stores 
	30.5
	25.0
	17.0
	29.0
	31.0

	Others 
	69.5
	75.0
	83.0
	71.0
	69.0

	 
	
	
	
	
	

	TOTAL 
	100.0
	100.0
	100.0
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 
Note: Others refer to retailers not included in this section including supermarkets, hypermarkets and other specialist retailers

Leading mixed retailers

In 2002, Shanghai No.1 ranked first with retail sales of RMB8.4 billion. Shanghai No.1 is one of the oldest department store retailers in China. The business range of Shanghai No.1's department store is mainly focused on jewellery and clothingand footwear products. In 2003, Shanghai No.1 registered healthy retail sales growth of 26.3%, to RMB10.5 billion making it the undisputed leader of the leading mixed retailers sector in China. 

Yuyuan is another significant mixed retailer from Shanghai, ranked second with retail sales of RMB6.8 billion in 2002. Yuyuan group had 65 outlets in 2002, and added another 10 new outlets in 2003, thereinto five new outlets were obtained through M&A with other retailers. 

In 2003, however, Yuyuan was ranked at third due to the rapid development of Dashang Group. Dashang Group overtook Yuyuan mainly through its aggressive M&A policy. From Liaoning province, Dashang's retail sales increased 36% in 2003 compared to its retail sales in 2002. 

There remains a significant amount of volatility though as there continues to be a very high level of consolidation through M&A deals. More often than not, local players tend to be more liable to want to buy out their competitors or acquire "friendly" rivals. This may be a precursor to expected relaxing of regulations in terms of foreign investors and foreign-owned retailers in the near future, hastening the actions of local players.

Table 105 Leading Mixed Retailers 2002 



Outlets/RMB million
	
	Fascia(s)
	Outlets
	Sales

	Shanghai No.1 
	Shanghai No.1
	32
	8,350

	Shanghai Yuyuan 
	Shanghai Yuyuan
	65
	6,780

	Dashang group 
	Dashang
	27
	6,500

	Beijing Hualian Department 
	Beijing Hualian
	55
	5,850

	Beijing Wangfujing 
	Wangfujing
	16
	4,405

	Shanghai Friendship 
	Friendship
	19
	4,055

	Trustmart 
	Trustmart
	20
	3,850

	Pacific 
	Pacific
	6
	2,305

	Shanghai Hualian Group 
	Shanghai Hualian
	10
	2,290

	Parkson 
	Parkson
	4
	1,700

	Shanghai New World 
	Shanghai New World
	2
	1,380

	Shanghai 9th Department store 
	Shanghai 9th 
	3
	950

	 
	
	
	

	Wuhan Department store 
	Wuhan Department
	4
	900

	TOTAL 
	
	263
	49,315




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates

Table 106 Leading Mixed Retailers 2003 



Outlets/RMB million
	
	Fascia(s)
	Outlets
	Sales

	Shanghai No.1 
	Shanghai No.1
	39
	10,550

	Dashang group 
	Dashang
	35
	8,840

	Shanghai Yuyuan 
	Shanghai Yuyuan
	75
	8,238

	Beijing Hualian Department 
	Beijing Hualian
	52
	6,960

	Beijing Wangfujing 
	Wangfujing
	20
	5,405

	Trustmart 
	Trustmart
	27
	4,700

	Shanghai Friendship 
	Friendship
	21
	4,555

	Shanghai Hualian Group 
	Shanghai Hualian
	12
	2,890

	Pacific 
	Pacific
	8
	2,795

	Parkson 
	Parkson
	6
	2,100

	Shanghai New World 
	Shanghai New World
	2
	1,580

	Shanghai 9th Department store 
	Shanghai 9th 
	3
	1,250

	 
	
	
	

	Wuhan Department store 
	Wuhan Department
	5
	1,100

	TOTAL 
	
	305
	60,963




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 
Note: 2003 data is projected from part year information

Key issues

The weakness of traditional mixed retailers

The traditional mixed retailer in China originated because of persistent shortages in the centrally planned economy of the country, where there is no concept of market subdivision. Market subdivion in this sense refers to specialisation. In short, specialist retailers by type retail sector were by and large few and far in between. 

Increasingly though, specialist retailers have been springing up everywhere in China, ever bigger and better, as they seek to reap the advantages of scale and specialisation, amongst others. The historical advantage of traditional department stores in China has thus been eroded significantly. 

The way forward

Traditional, old-fashioned mixed retailers are not likely to survive for much longer, in their current form and operations. One option some have embraced, is to ervamp themselves completely into a shopping centre of sorts. With what is normally a good store location and sizeable sales area, the main locational and infrastructional ingredients of a successful and modern retail format are present. Positioning themselves as the local equivalent of the anchor tenant, they can turn potential adversity into opportunity. 

Alternatively and probably ultimately though, the option of building up a chained chain of stores appears inevitable. With the likely accompanying economies of scale and the opportunity to build up a consistent brand message, the case for a chain store operation is a clear one, over an independent, single or handful of stores, especially in a market as vast as China. Given the inherent costs of overheads though, it is more likely that success would be built on targeting the fashion-conscious and affluent consumer segments.

Cafés and restaurants

In most department stores, food sales is negligible. Lately though, learning from the positive experience of department stores outside of the country, over half of the new department store outlets opened in 2003 dedicate some space to food retailing in the form of a supermarket and groceries section. Further, others have opened a small section retailing prepared food either for impulse purchases or to be eaten at home. Others still, have gone all the way and included both concepts, in addition to opening a café or restaurant on-site to try to provide consumers with a more complete outing/shopping experience. 

Outlook

With the expected relaxation of the central government's often protective policies after the entry of WTO, more foreign department stores will likely enter China. New retail formats and concepts introduced into China would likely be embraced by the younger generation of consumers especially who are ever hungry to try out new trends, fashion and fads. 

The total sales of department stores and as a result large mixed retailers overall is likely to grow by a double-digit figure in each of the years of the forecast period. Overall, sales are expected to grow about 76% from the total in 2003. This is expected to occur as consumers continue to trade up and more and more consumers reap the immediate benefits of a more market-oriented economy.

Over the second half of the forecast period, there is expected to be a slowing down of the rate of growth though because of the continuing threat from specialty stores and hypermarkets. Another constraint on retail sales growth through department stores is the increasing influence of hypermarkets on the lower end of the price spectrum, and speciality strores on the higher end of the spectrum. For example, the continued growth of specialist cosmetics and other personal care brand names to set up their own retail stores as opposed to distributing their products exclusively through department stores is expected to affect department stores only in the latter half of the forecast period and not immediately. 

Table 107 Forecast Mixed Retailer Sales by Outlet Type 2003-2008 



RMB billion
	
	2003
	2004
	2005
	2006
	2007
	2008

	Department stores 
	482.5
	540.4
	610.7
	696.1
	772.7
	850.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 
11. RETAIL SECTORS


11.1 Food Retailers

Overview

Health concerns, an overiding factor

Health has increasingly been a deciding factor when it comes to choosing food items amongst local consumers. Low calorie, low sugar, natural ingredients, vitamin fortification has now been regarded as the market trend. 

In 2003, fruit and vegetables enjoyed strong growth rates of 11.8% and 12.1% respectively. While convenience is one of the main advantages of packaged foods, its lack of freshness is the main disadvantage. Although manufacturers have made efforts to incorporate healthy ingredients such as Vitamin C, or even fresh fruits such as in yoghurts, the lack of freshness is still a concern. The convenience factor is therefore the main factor still driving sales of packaged foods. 

Food quality regulations tightened

The Shanghai Bureau of Quality and Technical Supervision announced in December, 2003 that new measures for the quality standards of food in the city will be enforced. As of January 1st 2004, flour, oil, rice, soil source and vinegar without quality security (QS) authentication will be banned from the local market. The QS system, which was established in 2003, will expand in 2004 to include ten additional product categories: beverages, biscuits, canned foods, condiments, dairy products, frozen drink, frozen rice products, instant noodles, meat and puffy food

Consumer expenditure on food/beverages/tobacco/groceries

In a pattern that is typical of low-income countries, Chinese households spend a large proportion of their total budget on food—just over 33.9% of expenditure in 2003. The percentage is falling as incomes rise, however, and has been decreased from 34.7% of spending in 1999, which reflects that with the incoming level increasing, more and more parts of consumer expenditure will be away from foods even the absolute number may increase at the same time.

As a matter of national security, the government aims to cap bulk agricultural imports at just 5% of all food consumed in China. Given rising incomes, population growth, shrinking arable land and trade liberalisation, this target will be hard to meet. Under a WTO-related bilateral trade deal signed by China and the US in 1999, tariffs on agricultural imports will be cut to an average of 17% by 2004. Average tariffs will be even lower, at 14.5%, for US priority products such as wine, cheese, beef, citrus, pork and poultry. However, China's imports of agricultural products disappointed foreign traders in 2002 and Chinese exports of maize from large government stocks led to US complaints that China was subsidising grain exports.

Table 108 Consumer Expenditure on Food/Beverages/Tobacco/Groceries 1999-2003 



RMB million, current prices
	
	1999
	2000
	2001
	2002
	2003

	Food/Non-alcoholic beverages 
	
	
	
	
	

	Bread and cereals 
	27.6
	27.8
	29.1
	30.0
	28.2

	Meat 
	278.5
	273.7
	283.3
	287.7
	313.7

	Fish and seafood 
	98.1
	95.5
	100.1
	101.1
	111.3

	Milk, cheese and eggs 
	82.9
	83.3
	90.7
	91.9
	103.1

	Oils and fats 
	50.3
	44.2
	40.3
	39.0
	35.2

	Fruit 
	87.7
	84.4
	89.9
	91.4
	102.2

	Vegetables 
	132.7
	128.0
	133.1
	134.5
	150.8

	Sugar and confectionery 
	16.5
	16.2
	17.4
	17.7
	15.9

	Other food 
	543.0
	550.0
	595.6
	603.9
	585.0

	Coffee, tea and cocoa 
	10.2
	11.5
	12.1
	12.3
	14.0

	Mineral waters, soft drinks, fruit and 
	
	
	
	
	

	vegetable juices 
	14.4
	15.2
	15.8
	16.1
	17.5

	 
	
	
	
	
	

	Alcoholic drinks 
	
	
	
	
	

	Beer 
	11.0
	11.8
	11.6
	11.9
	12.7

	Spirits 
	8.5
	9.8
	10.4
	10.8
	12.3

	Wine and Other Drinks 
	18.1
	20.3
	21.3
	21.7
	23.0

	 
	
	
	
	
	

	Tobacco 
	63.3
	67.1
	71.1
	71.7
	76.6

	 
	
	
	
	
	

	TOTAL 
	1,442.8
	1,438.9
	1,521.9
	1,541.6
	1,601.4




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Sales by outlet type

Supermarkets, expanding further

Occupying the top position in food sales with 33% shares amongst the modern retail format in 2003, supermarkets are aggressively fighting to gain more market shares in China. Supermarket chains such as Lianhua and Hualian often hold weekly promotions, price discount and even offering free gifts with purchases to draw customers to their stores. TV advertisements are also used to publicise their weekly low-price guarantee special products. 

Where previously mainly packaged items were offered by supermarkets, increasingly fresh food items such as meat, eggs, fruits and vegetables have been spotted on the shelves in supermarkets to provide a more complete offering. Leveraging on its good reputation and one-stop service, supermarkets continue to diversify its offerings while expanding its retail outlets in and around China. Foreign players such as Carrefour have behaved aggressively to expand in major commercial cities in China. 

Supply Chain Management (SCM) modernising

As more foreign retailers set up operations in China, international standards of logistics have indirectly been introduced into the country. Central distrubution centres are now a common feature of chained supermarkets. In an effort to keep prices low, suppliers and manufacturers are often required to deliver their goods to the central distribution centre of supermarket chains. The chains will subsequently undertake the distribution to their own stores and will levy suppliers and manufacturers a delivery fee of 3-5% on the cost of goods. For certain premium products such as wine, spirits, the major supermarkets have begun to import them into the country directly to save on the extra layer of margin charged by importers.

Fresh food specialist still dominate other grocery retailers

Leveraging on its freshness, fresh food specialists have traditionally been the main suppliers of fresh fruits, vegetables and meats. Ranging from proper retail stores to road side stalls, the majority of consumers in China often turn to these retailers for their fresh produce supplies.

The traditional format for fresh food specialists in China is in the form of a large government regulated wet market. It is often a building with many stalls situated inside. As freshness is always guaranteed and lower prices, wet markets have thus been the mainstay where fresh produce is concerned. 

Convenience stores – any time and soft binding sales

Convenient stores accounts for approximately 3.5% share of total food sales in 2003. The main advantage is their 24 hours service for consumers to buy at any time. Binding sales is also a nomal sales promotion in convenience stores where consumers have the option of purchasing certain items at lower prices as a result of making a purchase at the store. Although squeezed by supermarkets, convenience store still demonstrated strong growth during review period. Being a fairly new concept in China, convenience store still have a lot of potential for growth as evidenced by the aggressive expansion by foreign retailers such as 7-11. With more and more working people stay out till late, the late opening hours offered by this format will certainly work to its advantage.

Table 109 Food Retailer Sales by Type of Outlet 1999-2003 



RMB billion
	
	1999
	2000
	2001
	2002
	2003

	Hypermarkets 
	96.3
	118.5
	142.3
	170.5
	200.8

	Convenience stores 
	61.4
	67.4
	73.5
	82.6
	92.1

	Supermarkets 
	623.5
	664.0
	721.0
	810.5
	875.4

	Other grocery retailers 
	1,028.8
	1,120.3
	1,263.0
	1,347.4
	1,450.3

	 
	
	
	
	
	

	TOTAL 
	1,810.0
	1,970.2
	2,199.8
	2,411.0
	2,618.6




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 110 Food Retailer Sales by Type of Outlet: % Analysis 2002-2003 



% value
	
	2002
	2003

	Hypermarkets 
	7.1
	7.7

	Convenience stores 
	3.4
	3.5

	Supermarkets 
	33.6
	33.4

	 
	
	

	Other grocery retailers 
	55.9
	55.4

	TOTAL 
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 111 Retail Sales by Type of Outlet: % Growth 1999-2003 



%
	
	1999/2003
	2002/2003

	Hypermarkets 
	108.5
	17.8

	Convenience stores 
	50.0
	11.5

	Supermarkets 
	40.4
	8.0

	 
	
	

	Other grocery retailers 
	41.0
	7.6

	TOTAL 
	44.7
	8.6




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Retail distribution

Grocery stores is still the main selling channel for food products. Compared to 10 years ago, many new retail formats have been launched in the grocery industry. Supermarket, hypermarket and convenience store are the retail formats in the China grocery industry. Chinese consumers are becoming very familiar with shopping in these stores as they enjoy the convenience and the higher degree of comfort in the shopping environment. 

Most of the retail sales of packaged food, household goods and disposable paper products have moved to the modern grocery retail formats from department stores. Department stores however is still one of the most important retail formats for Chinese consumer. In some big cities such as Shanghai and Beijing, many upper class department stores were launched in the review period. These department stores tend to offer high end brands, both local and international. For cosmetic and toiletries products, department store is still the first choice for Chinese consumers. 

In 2003, grocery stores shared almost 80% of the packaged food market, distributed to the different grocery retail formats. The situation is also similar for soft drinks and alcoholic drinks with independent stores accounting for the biggest share of approximately 66%. For household care and disposable paper products, the biggest share is held by supermarket/hypermarket. Department store accounts for 60.5% of sales for cosmetics & toiletries goods.

Table 112 Retail Distribution of Food Retailers' Core Products 2003 



% value
	
	PF
	SD 1
	AD
	HC 1
	DPP 1
	CT 1

	Grocery 
	-
	-
	-
	-
	-
	31.8

	- Supermarkets/hypermarkets 
	46.0
	22.2
	24.2
	78.1
	50.8
	-

	- Independent food stores 
	23.0
	66.5
	65.4
	13.0
	12.2
	-

	- Convenience stores 
	10.4
	4.0
	5.5
	1.1
	6.3
	-

	- Drinks retailers 
	-
	-
	2.5
	-
	-
	-

	 
	
	
	
	
	
	

	Chemists/Drugstores/Pharmacies 
	-
	-
	-
	-
	-
	1.7

	Department stores 
	-
	-
	-
	2.0
	-
	60.5

	Alternative channels 
	
	
	
	
	
	

	- Direct sales 
	-
	-
	-
	-
	-
	6.0

	 
	
	
	
	
	
	

	Others 
	20.6
	7.3
	2.4
	5.7
	30.6
	-

	 
	
	
	
	
	
	

	TOTAL 
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0




Source: Euromonitor IMIS
Notes: 1 2002 data 2003 data is provisional Totals may not sum due to rounding Key: PF = packaged food, SD = soft drinks, AD = alcoholic drinks, HC = household care, DPP = disposable paper products, CT = cosmetics & toiletries

Leading retailers and their fascia

In 2002 and 2003, most of the leading retailers were either supermarket and hypermarket retailers with chain outlet operations. In addition, the leading food retailers are also the leading retailers in the entire retailing industry in China. (Please see section 8). 

For most of the local department stores, the past 3 years has been gloomy. The recovery of Chinese economy and growth of total retail sales did not bring too much benefit to the traditional department stores. According to the national statistics data, the retailing industry in the past 10 years have kept a high average growth of 9.7%. However of late, most of the leading retailers were chained supermarket or hypermarket. Many local department stores experienced negative growths in 2002 and 2003. 

Shanghai No.1 department store which was ranked the top retailer in China for a long time has been overtaken by Shanghai Lianhua Supermarket. The Chinese media looked upon this as a signal that China retailing industry has entered the phase where chained operations are becoming the best way forward.

The chained supermarket industry has emerged as the new force in the China market. Growth of chained store retailers such as Shanghai Lianhua Supermarket, Shanghaii Nong-gong-shang Supermarket and Beijing Jingkerong Supermarket were over 50%. Beijing Wumei and Jiangsu Suguo supermarket recorded a growth of 169.6% and 159.3% respectively. 

Shanghai Lianhua Supermarket is still the largest food retailer with an annual sales of RMB 14.66 billion in 2002. Shanghai Lianhua Supermarket has over 1,700 outlets in 2002 although most of outlets have small sales areas. Shanghai Lianhua Supermarket expanded its business aggressively in 2003 where annual sales reached RMB 19.80 billion. 

Table 113 Leading Food Retailers and their Fascia 2002 



Outlets/RMB million
	
	Fascia(s)
	Outlets
	Sales

	Shanghai Lianhua 
	
	
	

	Supermarket 
	Lianhua
	1,702
	14,664.0

	Carrefour 
	Carrefour
	32
	10,643.6

	Shanghai Hualian Group 
	Shanghai Hualian
	1,210
	7,995.0

	Wal-Mart 
	Wal-Mart, Sam's club
	26
	7,768.8

	Shanghai Nong-gong-shang 
	Nong-gong-shang
	655
	6,552.0

	Jiangsu Suguo 
	Suguo
	845
	5,431.6

	Metro 
	Metro
	18
	4,377.1

	Little sheep 
	Little sheep
	460
	3,950.0

	 
	
	
	

	Beijing Hualian 
	Hualian
	20
	3,060.0

	TOTAL 
	
	5,865
	71,587




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 114 Leading Food Retailers and their Fascia 2003 



Outlets/RMB
	
	Fascia(s)
	Outlets
	Sales

	Shanghai Lianhua 
	
	
	

	Supermarket 
	Lianhua
	2,402
	19,796

	Carrefour 
	Carrefour
	40
	15,078

	Wal-Mart 
	Wal-Mart, Sam's club
	31
	11,204

	Shanghai Hualian Group 
	Shanghai Hualian
	1,560
	9,375

	Shanghai Nong-gong-shang 
	Nong-gong-shang
	1,050
	7,575

	Jiangsu Suguo 
	Suguo
	1,100
	7,393

	Metro 
	Metro
	21
	5,775

	Beijing Hualian 
	Hualian
	54
	4,524

	 
	
	
	

	Little sheep 
	Little sheep
	660
	5,600

	TOTAL 
	
	8,138
	95,621




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates

Leading retailer market shares

The large geographical spread of China meant that the retailing industry there is very fragmented. Market share of leading retailers as a result is very small. Shanghai Lianhua Supermarket for example is the leading retailer in China but controls a mere1.27% share of the market in 2003. 

The total retail sales of the top 10 leading food retailers only accounts for 6.31% of the total food retail sales. This proportion however has increased by over 1 percentage point over 2002. 

Little sheep is a domestic grocery speciality retailer from inner Mongolia. Little sheep opened 660 outlets in China at the end of 2003 and has been very well received by Chinese consumer with its special food taste. 

Table 115 Leading Food Retailers Market Shares 2002-2003 



% value
	
	2002
	2003

	Shanghai Lianhua Supermarket 
	1.08
	1.27

	Carrefour 
	0.87
	1.03

	Wal-Mart 
	0.59
	0.64

	Shanghai Hualian Group 
	0.60
	0.77

	Shanghai Nong-gong-shang 
	0.50
	0.52

	Jiangsu Suguo 
	0.42
	0.47

	Metro 
	0.39
	0.46

	Beijing Hualian 
	0.21
	0.29

	Little sheep 
	0.23
	0.39

	 
	
	

	Others 
	95.12
	94.17

	TOTAL 
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Trends and issues

Shanghai and Beijing has become the first choice of location for foreign retailers entering China. At the end of 2003, market share of foreign capital in Beijing was at 8.6% while in Shanghai it was at 8.9%. Additionally to facilitate rapid expansion, foreign retailers are actively merging with domestic retailers. 

The entrance of foreign retailers has placed serious competition on domestic players. In addition to being small, local players fell the inability to catch up with the new retailing concepts and strategies brought in by the foreign retail giants. The lack of capital is also an obstacle faced by the domestic players where expansion plans are concerned.

Supermarkets and hypermarkets have become major battlefields of food products as more large players enter the food retailing market. The food sales have been robust through supermarkets and hypermarket in 2003, at the expense of the traditional wet market. The convenience and comfort provided by supermarkets have been the major factors driving increased sales. In addition, the introduction of more fresh food items into supermarkets and hypermarkets has directly impacted on wet market sales.

Forecasts

Supermarkets will focus the competition on expanding their number of outlets, especially in the prime locations or residential areas to enjoy the customer traffic. As supermarkets still have a strong potential for growth, the strategy of major players to control larger market shares is to expand their outlets around China to gain a wide exposure. It is a period for investments in infrastructure and brand equity. Despite the already large base, supermarket sales are expected to increase by 46% over the forecast review period.

Table 116 Forecast Food Retailer Sales by Outlet Type 2003-2008 



RMB billion, constant 2003 prices
	
	2003
	2004
	2005
	2006
	2007
	2008

	Hypermarkets 
	200.8
	228.9
	262.1
	301.4
	345.4
	394.5

	Convenience stores 
	92.1
	101.0
	109.2
	116.2
	123.8
	131.4

	Supermarkets 
	875.4
	954.0
	1,018.3
	1,092.7
	1,177.9
	1,278.0

	Other grocery retailers 
	1,450.3
	1,537.3
	1,632.6
	1,731.0
	1,797.7
	1,869.6

	 
	
	
	
	
	
	

	TOTAL 
	2,618.6
	2,821.3
	3,022.2
	3,241.4
	3,444.8
	3,673.5




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Hypermarkets

Given the rapid pace of life in major cities in China, it is no surprise that the convenience factor has been, and will remain, a crucial driving force within the food market. This is especially the case for younger Hong Kong consumers, who are typically caught up in the rat race, with little time to prepare food or cook. 

Beneficiaries of this trend are expected to be supermarkets and hypermarkets since these consumers tend to have big purchase powers. Leveraged on its super scale, hypermarkets will enjoy the highest growth rate of almost 96% in retail sales from 2003 to 2008.

Table 117 Leading Hypermarket Retailers and their Fascia 2003 



Outlets/RMB million/%
	
	Fascia(s)
	Sales
	Outlets
	Share of subsector sales

	Carrefour 
	Carrefour
	15,078.0
	40
	13.3

	Wal-Mart 
	Wal-Mart, Sam's club
	11,204.0
	31
	9.9

	Metro 
	Metro
	5,775
	21
	5.1

	Beijing Hulian Group 
	Beijing Hualian
	4,524
	54
	4.0

	Shanghai Lianhua 
	Lianhua
	4,469
	42
	4.0

	Shanghai Nong-gong-shang 
	Nong-gong-shang
	1,610
	20
	1.4

	 
	
	
	
	

	TOTAL 
	
	42,660.0
	208.0
	37.8




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates

Supermarkets

Shanghai Lianhua Supermarket is by far the strongest chain in the field, with total retail sales in 2003 reaching RMB15.8 billion. It has close to 1,350 supermarket outlets, covering almost all major cities on the eastern coast of China. In 2000, it overtook the Shanghai No 1 Department Store as the leading retailer for the first time. Shanghai Lianhua merged with Hangzhou Jiajiale supermarket, the biggest chain supermarket in Zhejiang and Jiangsu provinces. It expanded the number of hypermarkets and reinforced its supermarkets via expansion of the retail sales area.

Shanghai Hualian Supermarket is Shanghai Lianhua Supermarket's closest competitor. Although its stronghold is in the northern parts of China, the retailer is determined to expand its presence nationwide during the forecast period in all the capital cities of China. Retail sales of Shanghai Hualian Supermarket amounted to about RMB9.5 billion in 2003, from 1,450 outlets.

Jiangsu Suguo Supermarket, an up-and-coming retailer, has strong development potential based on its existing outlets of about 1,020. Jiangsu Suguo Supermarket has gained a firm foothold in the Jiangsu regional market, and is penetrating aggressively into the markets in Anhui, Zhejiang and Jiangxi provinces. Its retail sales reached RMB7.91 billion in 2003.

Table 118 Leading Supermarket Retailers and their Fascia 2003 



Outlets/RMB million/%
	
	Fascia(s)
	Sales
	Outlets
	Share of subsector sales

	Shanghai Lianhua 
	Lianhua
	13,337
	1,350
	1.9

	Shanghai Hualian 
	Hualian
	7,980
	1,450
	1.1

	Jiangsu Suguo 
	Suguo
	6,644
	1,020
	0.9

	Shanghai Nong-gong-shang 
	Nong-gong-shang
	5,468
	650
	0.8

	 
	
	
	
	

	TOTAL 
	
	33,429
	4,470
	4.6




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates

Convenience stores

Convenient store has about 4.9% shares of total food sales in 2003. The main advantage is their 24 hours service for consumers to buy at any time. Binding sales is also a normal sales promotion in convenience stores at the consumer's option where other products can be bought at a cheap price when purchases are made at the store. 

Although squeezed by supermarkets wide exposure and low price, convenience still has the potential to grow given relatively short history in China. The gradual migration of consumer tastes to modern retailing formats alongside the continued demand for convenience are expected to work to the benefit of convenience store.

While it is dangerous to generalise, convenience stores may find it challenging to expand rapidly even though 7-Eleven stores appear to be performing healthily. This is because there are no regulations in China regarding opening hours, and when competition intensifies further, shops appear willing to open 24 hours a day, if necessary. Many already open over 13 hours a day, seven days a week. It should be noted that labour costs are a relatively small part of a retailer's costs compared to mature markets.

Furthermore, in terms of convenience, nobody does it better than the many small shops operated by unemployed workers in or near community centres. These 'reluctant' entrepreneurs are ready to work 15 hours a day, with the assistance of their families, and provide a delivery service. Something most Chinese convenience stores are unable to match.

Table 119 Leading Convenience Store Retailers and their Fascia 2003 



Outlets
	
	Fascia(s)
	Outlets

	Shanghai Lianhua 
	Quik
	1,010

	Shanghai Nong-gong-shang  
	
	

	Supermarket 
	Alldays
	600

	Shanghai Liangyou 
	Liangyou convenience
	300

	 
	
	

	Lawson 
	Lawson
	150

	TOTAL 
	
	1,840




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Small grocery retailers

Most of the small grocery retailers are independents street stores. Some of the small grocery retailers' outlets are mobile and kiosks. But the market share of small grocery retailers is significant due to the high number of outlets. In 2003, the total grocery retail sales in China was RMB 1,450 billion. Sales is expected to remain significant in the forecast period.

11.2 Health and Beauty Products Retailers

Overview

China has been among the most sought-after markets in Asia

Following China's 2002 entry to the World Trade Organization (WTO), manufacturers have been competing to take advantage of China's inexpensive resources and the relatively untapped demand of the country's 1.3 billion customers. This emergent market is especially attractive for foreign investors dealing with demand slowdown in many of their existing markets. 

The Chinese health and beauty products market reached sales of RMB 215 million in 2003. In the '70s, China only had roughly 50 personal care manufacturers. Today, the number has increased to more than 5,000, including more than 1,000 joint ventures and wholly foreign-- owned companies. Consequently, international brands have flourished. Four out of the five top facial skin care brands in China are international brands. However, local brands are starting to gain popularity by offering a larger pack size format. 

Given that the wide space in China and the population, retailing channels and marketing promotions have been more and more important for major players in China. L'oreal has invested about 10% of its global to build up its strong distribution channel and brand image around China since 1997, but the sales accounted for only 1% in its global ones till 2003. Given the wide space in China and the unbalanced economy development levels in different cities, health and beauty products retailing is still regarded one of the most important way to improve to boost profits.

Consumer expenditure

With more and more health conscious local consumers, consumer expenditure on health and beauty goods grew vibrantly by 45.1% in current value in between 1999 to 2003. The personal hygiene and cosmetics articles specifically registered a high growth of 9.8% in 2003 compared with only 5% in 2002, which was driven by the concerns of SARs in some areas of China. 

During March to June, 2003, the SARs virus attacked China, mainly in Guangzhou, Beijing and Hong Kong. Local consumers became much health-conscious and took to wearing face masks, regularly washing their hands to avoid the possibilities of virus infection. Furthermore, central government and local bureaus required local consumers to wash hands after touching public areas, before dinner by liquid soap, and have a bath after going out to public areas to maintain high standards of personal hygiene. Liquid soap sales grew significantly during 2003, especially during the SARs infected period to register a growth of more than 10% in sales value in 2003. Body wash/shower gel also benefited from the whole city's hygiene action. 

Not surprisingly, Shanghai, Beijing and Guangdong topped the list of average urban spending. On the other end of the spectrum, seven of China's 31 provinces and municipalities spend even less than Hainan, which is one of the poorest provinces in China. What is immediately apparent about the ranking of urban spending by province is that it is misleading: Dalian in Liaoning, for example, is a relatively well-off city, which on its own would sit much higher on the list than does the province as a whole.

Table 120 Consumer Expenditure on Health and Beauty Products 1999-2003 



RMB billion, current prices
	
	1999
	2000
	2001
	2002
	2003

	Pharmaceutical Products, Medical 
	
	
	
	
	

	Appliances and Equipment 
	87.5
	109.3
	117.6
	126.3
	132.4

	Personal Hygiene and Cosmetics 
	
	
	
	
	

	Articles 
	132.6
	139.2
	159.6
	170.2
	186.9

	 
	
	
	
	
	

	TOTAL 
	220.1
	248.5
	277.2
	296.5
	319.3




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Sales by outlet type

Independents occupy the largest share of retail outlets

Independents ranked first in the sales of health and beauty products in 2003 with 62% of total health and beauty sales. This is followed by multiples with about 38% shares in 2003. In most areas of China, multiples are still in the process of development. Its growth potential was significant during the review period given its small base and the market demand for retail stores that offer a wide range of good quality products at competitive prices in China.

Independent stores have existed in China for several decades and with the largest quantity of outlets around China with different scales. Local consumers have been accustomed to buying health and beauty products from independents stores near home. 

Table 121 Health and Beauty Product Retailer Sales by Type of Outlet 1999-2003 



RMB million
	
	1999
	2000
	2001
	2002
	2003

	Health and Beauty specialists 
	
	
	
	
	

	- Multiples 
	39.7
	51.7
	61.0
	68.3
	81.8

	- Independents 
	119.0
	120.5
	123.8
	126.8
	133.4

	 
	
	
	
	
	

	TOTAL 
	158.7
	172.2
	184.8
	195
	215.2




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 122 Health and Beauty Product Retailer Sales by Type of Outlet: % Analysis 2002-2003 



% value
	
	2002
	2003

	Health and Beauty specialists  
	
	

	- Multiples 
	35.0
	38.0

	 
	
	

	- Independents 
	65.0
	62.0

	TOTAL 
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 123 Retail Sales by Type of Outlet: % Growth 1999-2003 



%
	
	1999/2003
	2002/2003

	Health and Beauty specialists 
	
	

	- Multiples 
	106.1
	19.8

	 
	
	

	- Independents 
	12.1
	5.3

	TOTAL 
	35.6
	10.4




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates

Retail distribution

Department stores operate more like landlords

The department stores tend to operate more like landlords than retailers. Most do not purchase any of their own stocks of cosmetics and toiletries but lease their floor space to local distributors of branded cosmetics to operate as concessionaires. They charge between 20 and 30% of the lessees' sales turnover as rental. 

L'Oreal is the premium of mass brands. It has a number of beauty products and really needed its own space to bring alive the brand. It has lots of stands in multiples, which really express the brand through the concept of beauty. 

Department stores ranked No.1 in cosmetics sales with about 60.5% and in healthcare sales with 41.9% in 2003.

Grocery retailers compete for mass & on price

Given that the supermarkets characteristics for self-service and lower price, health and beauty products sold in supermarkets/hypermarkets are mostly the mass brands. In baby care and hair care, supermarkets tried to allocate designated areas for these products and execute promotions such as price discounts, free gifts, better visual displays, etc to boost sales. With the wide exposure around China, the distribution of mass health and beauty products such as baby care and hair care through supermarkets witness strong growth during review period. 

Grocery stores as a result is the second most important retail channel for cosmetics & toiletries products with about 31.8% shares and a 39.7% for OTC products in 2003. Supermarkets have the strongest position in disposable paper products sales with 50.8% shares of total retail sales in 2003.

Chemists/drugstores/pharmacies – potential market to expand

Products sold via chemists/ drugstores /pharmacies tend to convey an image related to health and wellness. This is something that certainly cannot be achieved at department stores, discount-cosmetic chains or supermarkets. In chemists/ drugstores /pharmacies, brands can better control their image and convey the intended message directly to customers. Vichy from Loreal is one of such cosmetics brand trying to expand sales through this channel. Its brand image is professional and medical, especially for those skins with problems. Sales of cosmetics and toiletries products is still niched via chemists/ drugstores /pharmacies with only 1.7% share in 2003. The potential for growth however should not be underestimated. 

Table 124 Retail Distribution of Health and Beauty Product Retailers' Core Products 2003 



% value
	
	Cosmetics & Toiletries 
	Over-The- Counter Healthcare
	Disposable Paper Products

	Grocery 
	31.8
	39.7
	-

	- Supermarkets/hypermarkets 
	-
	-
	50.8

	- Independent food stores 
	-
	-
	12.2

	- Convenience stores 
	-
	-
	6.3

	Chemists/ Drugstores /Pharmacies 
	1.7
	15.5
	-

	Healthfood shops 
	-
	1.3
	-

	Department stores 
	60.5
	41.9
	-

	- Direct sales 
	6.0
	-
	-

	 
	
	
	

	Others 
	-
	1.6
	30.6

	TOTAL 
	100.0
	100.0
	100.0




Source: Euromonitor IMIS
Note: Totals may not sum due to rounding

Major specialist retailers and their fascia

Natural Beauty has 1,200 China-based stores but they are mainly franchised operations. H201 has bought controlling stakes in 25 major stores, and it will likely continue to acquire with the proven successes from among its franchises to enhance margins and to tighten quality controls. Its products are mid to high end in the cosmetics and toiletries sector. Unlike MNCs such as L'Oreal and Estée Lauder who mostly sell their products through dedicated counters at department stores, Natural Beauty sells its products via its own beauty centres.

The total retail sales of Natural Beauty in 2002 and 2003 are not available due to its franchising system. But from its 1,200 outlets in 2003 and the business in general, it is very likely that it is a significant player in health and beauty products retailing. 

Due to the lack of information from Natural Beauty, Chong Qing Peace Pharmacy has been ranked the largest domestic retailer for health and beauty products in 2002 and 2003 for the purpose of this study. At the end of 2003, Chong Qing Peace Pharmacy realized retail sales of RMB736.9 million, and opened 642 outlets in China market. The company's major business region is in Sichuan province. In 2003, the company expanded its business range to the other nearby provinces, which stimulated its retail sales in 2003. 

Nanjing Baixing Great Pharmacy had retail sales of RMB315.8 million in 2003, while Beijing Tong Ren Tang Pharmacy reaped in RMB242.1 million sales in the same year. Another large chemist/druggists in China was Shanghai Great Pharmacy, with total retail sales of RMB225.7 million. All three are strong pharmaceutical companies with a long history and a good trade reputation.

Beijing Tong Ren Tang Pharmaceutical Co was officially established in 1992. By 2000, the Group's total assets amounted to RMB2.3 billion, and it was listed among the top 500 Chinese enterprises since 1993. Supported by a 330 year-old brand name, and superior technical strengths in Chinese medicine, the Group aggressively expanded its business in all the major cities of China, including northwest China. While maintaining its leading role in the sales of Chinese medicine, Beijing Tong Ren Tang Pharmaceutical Co is also actively investing in the research and development of modern and high-tech medicines.

The future development of pharmacy stores looks promising. Since China has a huge population and an ageing population structure, the retail sales of drugs is expected to increase quickly. However, unlike supermarkets and department stores, the expansion of chain pharmacy stores is still restricted by the trade administration due to the special nature of the goods. In addition, some supermarkets and department stores have started to sell some common medicines and health supplements as well, putting themselves in direct competition with the traditional medicinal halls.

Table 125 Leading Health and Beauty Products Specialist Retailers and their Fascia 2002 



Outlets/RMB
	
	Fascia(s)
	Outlets
	Sales

	Chong Qing Peace Pharmacy 
	Peace
	558
	640.8

	Nanjing Baixing Great 
	
	
	

	Pharmacy 
	Baixing
	182
	279.5

	Shenzhen Wanze Pharmacy 
	Wanze
	131
	242.6

	Beijing Zhang Chu Tang 
	
	
	

	Pharmacy 
	Zhang Chu Tang
	123
	230.7

	Hunan Jiu Zhi Tang 
	Jiu Zhi Tang
	230
	220.6

	Beijing Tong Ren Tang 
	
	
	

	Pharmacy 
	Tong Ren Tang
	155
	210.5

	 
	
	
	

	Shanghai Great Pharmacy 
	Shanghai Great Pharmacy
	130
	191.3

	TOTAL 
	
	1,509
	2,015.9




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 126 Leading Health and Beauty Products Specialist Retailers and their Fascia 2003 



Outlets/RMB
	
	Fascia(s)
	Outlets
	Sales

	Chong Qing Peace Pharmacy 
	Peace
	642
	736.9

	Nanjing Baixing Great 
	
	
	

	Pharmacy 
	Baixing
	206
	315.8

	Shenzhen Wanze Pharmacy 
	Wanze
	147
	271.7

	Beijing Zhang Chu Tang 
	
	
	

	Pharmacy 
	Zhang Chu Tang
	138
	258.4

	Hunan Jiu Zhi Tang 
	Jiu Zhi Tang
	267
	255.9

	Beijing Tong Ren Tang 
	
	
	

	Pharmacy 
	Tong Ren Tang
	178
	242.1

	 
	
	
	

	Shanghai Great Pharmacy 
	Shanghai Great Pharmacy
	153
	225.7

	TOTAL 
	
	2,931
	2,306.5




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Leading retailer market shares

The health and beauty industry in China is characterised by severe fragmentation due to large size of the whole country. Total market share of the top 7 leading retailers was less than 2% of the market in 2003. China is a big country with huge population which made it very promising in health and beauty goods. In the different consumer age groups, those age between 18 to 38 are the main targets of this market. 

Table 127 Leading Health and Beauty Retailers Market Shares 2002-2003 



% value
	
	2002
	2003

	Chong Qing Peace Pharmacy 
	0.3
	0.3

	Nanjing Baixing Great Pharmacy 
	0.1
	0.1

	Shenzhen Wanze Pharmacy 
	0.1
	0.1

	Beijing Zhang Chu Tang Pharmacy 
	0.1
	0.1

	Hunan Jiu Zhi Tang 
	0.1
	0.1

	Beijing Tong Ren Tang Pharmacy 
	0.1
	0.1

	Shanghai Great Pharmacy 
	0.1
	0.1

	 
	
	

	Others 
	99.0
	98.9

	TOTAL 
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Trends and issues

For health and beauty products, the sector is very fragmented due to the large number of players in this market. Most of the health and beauty goods were sold through grocery stores, department stores and speciality store such as pharmaceuticals.

In China, the most popular franchised store is Natural Beauty, with over 1,200 outlets opened at the end of 2003. In light of the changes taking place in the retail industry, independents are looking to grow to become chain stores in order to be more competitive. 

Forecasts

Aging population & health conscious to boost the needs for healthcare products

Economic development and the state's population policy have had a significant impact on the age composition of the population. The one-child policy, instituted in the 1970s, has meant that while children make up a shrinking proportion of the population (at least in urban areas), their choices are important. At the other end of the spectrum, improved nutrition and healthcare have meant that, as elsewhere in Asia, China is faced with the challenge of caring for an ageing population. Official statistics indicate that Chinese aged 65 and above now make up almost 7% of the country's population.

The need for healthcare products is estimated to grow with the aging population and local consumer health conscious. 

Economy development boosts the sales of cosmetics

Cosmetics defy conventional wisdom when it comes to discretionary spending in a recession. People do not give up facial make up and in tough times, people need to feel better and add a little affordable spice. 

Even with the negative impact from Sars in 2003, sales of cosmetics still registered a significant growth in China. With ladies having more and more pocket money for shopping, cosmetics may be the last thing that women will give up in the world. 

Grocery & Department stores still be the mainstream

Grocery and department stores will still be the mainstream in health and beauty products sales during 2003 to 2008 accounting for more than 50% in total. 

Leveraging on their competitive pricing, grocery will capture most of the shares from mass products targeting at the majority of consumers in China. Department stores, especially the foreign owned ones will continue to offer a diversified range of mass and high-end products, thus catering for the different market segments. However, with the stronger expected performance and proliferation of supermarkets, sales of health and beauty products via this retail format is forecasted to be boosted.

With improvements in disposable incomes, Chinese consumers are likely to place more emphasis on their health. Based on the big population of China, the health and beauty products should have a high and stable growth in the next 5 years. Market performance in the review period and the forecast from national stat bureau indicate that growth of both multiples and independents should keep a double digit in the next 5 years. At the end of 2008, total retail sales of health and beauty products is expected to reach RMB 300 billion. 

Table 128 Forecast Health and Beauty Products Retailer Sales by Outlet Type 2003-2008 



RMB million, constant 2003 prices
	
	2003
	2004
	2005
	2006
	2007
	2008

	Health and Beauty specialists 
	
	
	
	
	
	

	- Multiples 
	81.8
	88.3
	96.3
	104.4
	112.7
	120.6

	- Independents 
	133.4
	142.4
	151.6
	161.2
	170.8
	180.7

	 
	
	
	
	
	
	

	TOTAL 
	215.2
	230.7
	247.9
	265.5
	283.5
	301.3




Source: Euromonitor

11.3 Clothing and Footwear Retailers

Overview

The rapid growth of sales supported by strong market demand

The rapid growth of China's clothing and footwear industry continued throughout 2003 with a growth rate of 32.4% over the review period. Moreover, the ratios of production volume to sales volume in each of year 2003's first three quarters were close to 100 percent -- 105.1 percent, 101.1 percent and 99.8 percent respectively. That indicates there was strong market demand. The prosperous domestic clothing market, in particular, contributed most to the industry's boom. The discounts and price cuts, however, have stimulated market demand. Nearly 50 percent of Chinese consumers prefer to make purchases when discounts are offered, especially when the seasons change. 

However, prices are no longer consumers' prime concern when making purchases, as more people have greater brand awareness. Many second-rate foreign brands have rushed into China in recent years. Meanwhile, the selection of domestic clothing brands has skyrocketed. Various regions of China have fostered their own, renowned brands. While Ningbo and Wenzhou, two booming cities in East China's Zhejiang Province, boasts best-selling men's clothes, ZhongShan, in South China's Guangdong Province, is well-known for its leisure apparel. In terms of women's clothing, the best sellers are from Hangzhou, in East China's Zhejiang Province, and Beijing. However, some segmented markets, with less competition, have yet to establish dominant brands. For example, the top 10 brands of ladies' underwear and long underwear command a 70-percent-plus market share. In contrast, the top 10 brands of ladies' clothing hold only 15 percent of the segmented market. 

In addition to the traditional sales channels, which include department stores, chain stores and rural fairs, consumers can also purchase clothes at trade centres, over the television, via e-commerce or through the mail. Although department stores remain the most important sales channel of brand-name clothing, chain stores and franchised stores have developed rapidly in China. In particular, sales volumes of some men's brands and leisure brands, sold in chain stores, have increased as much as 30 percent annually. 

Consumer expenditure

Clothing and footwear consumption in China grew at an annual rate of 13.7% in 2003 over 2002 supported by an increase in consumers' income. Moreover, the preference of consumers has been changing from price to quality in recent years. However, the price competition is expected to decrease in 2004 because consumers in urban areas have begun to purchase higher priced fashionable items. Chinese consumers are beginning to enjoy fashion in association with an increase in purchasing power. 

China's population is expected to reach 1.32 billion in 2005, and 1.4 billion in 2015. As more rural residents become city dwellers, under China's urbanization scheme, the country's clothing consumption will rise. Urban residents on average spend 3.7 times more than rural residents on clothing. Beginning in 2010, about 20 million farmers will migrate to cities each year. The vast market potential, in terms of seniors and rural residents, has yet to be tapped. Although China has more than 300 million people, nearly one-fourth of its population, which is beyond 45 years old, does not have an adequate selection of clothes. Chinese farmers' purchasing power has grown substantially in recent years, and young farmers, in particular, prefer to spend more on clothing. But poorly knit clothes and out-of-date fashions seem to be the only available clothing items available in rural areas. China's rural clothing market, which is still developing, is expected to generate huge profits, provided wholesalers and retailers find new suppliers to cut prices. The underwear segment is also promising, as more people are starting to enjoy better lifestyles.

Table 129 Consumer Expenditure on Clothing and Footwear 1999-2003 



RMB billion, current prices
	
	1999
	2000
	2001
	2002
	2003

	Clothing 
	270.4
	275.1
	304.9
	323.3
	354.3

	Footwear 
	58.5
	58.0
	60.7
	62.5
	66.2

	 
	
	
	
	
	

	TOTAL 
	328.8
	333.1
	365.6
	385.8
	420.5




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Sales by outlet type

The interesting thing for total clothing retail sales is that in 1999, the retail sales share of independents was much higher than the share of multiples, which was 65% compare with 35%. With the rapid development of multiples, the retail sales share of multiples was keeping on increasing with a high growth. To the end of 2003, the retail sales of multiples equal to the sales of specialists by 50:50. Through flexible business organisation forms such as franchising and etc, multiples retailers increased very fast in the review period, especially for the foreign retailers such as Esprit, Giordano. 

The market for footwear is similar to that of clothing whereby market share of specialists and multiples is changing, with specialists losing market share to the multiples. In 1999, footwear specialists had 65% of the total footwear market as measured by sales, which declined to 50% by 2003. 

Table 130 Clothing and Footwear Retailer Sales by Type of Outlet 1999-2003 



RMB million
	
	1999
	2000
	2001
	2002
	2003

	Clothing & Footwear specialists 
	
	
	
	
	

	- Multiples 
	42.14
	55.28
	67.545
	77.55
	91.6

	- Independents 
	78.26
	82.92
	82.555
	87.5
	91.4

	 
	
	
	
	
	

	TOTAL 
	120.4
	138.2
	150.1
	165.0
	183.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 131 Clothing and Footwear Retailer Sales by Type of Outlet: % Analysis 2002-2003 



% value
	
	2002
	2003

	Clothing & Footwear specialists 
	
	

	- Multiples 
	46.9
	50.1

	 
	
	

	- Independents 
	53.1
	49.9

	TOTAL 
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 132 Retail Sales by Type of Outlet: % Growth 1999-2003 



%
	
	1999/2003
	2002/2003

	Clothing & Footwear specialists 
	
	

	- Multiples 
	117.4
	18.1

	 
	
	

	- Independents 
	16.8
	4.5

	TOTAL 
	52.0
	10.9




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Retail distribution

Department stores still account for the major shares

Department stores hold the largest shares in sales of clothing/footwear in almost every subsector under clothing/footwear except in children's wear. For clothing/footwear sales, display is very important for consumers to know a product within a limited time, which may require for space. Department stores stand as the major places for local consumers to buy clothing/footwear with a wide space, products offerings in a comfortable environment. Especially for women's wear and fashion accessories, department stores registered about 49% and 50% shares of the specific subsector sales respectively in 2003.

For children's wear, many parents tend to buy cheap clothing to save on costs since children tend grow up fast and thus regularly require new sets of clothes. Clothing/footwear specialists account for the largest shares in children's wear with about 45% in 2003.

Table 133 Retail Distribution of Clothing/Footwear Retailers' Core Products 2003 



% value
	
	Menswear
	Womens- wear
	Childrens- wear
	Footwear
	Fashion acces- sories

	Clothing/Footwear specialists 
	
	
	
	
	

	- Multiples 
	15.2
	18.0
	21.6
	16.6
	11.2

	- Independents 
	23.8
	22.0
	23.4
	15.4
	8.8

	Department stores 
	45.0
	49.0
	35.0
	45.0
	50.0

	Grocery retailers 
	5.0
	2.0
	7.0
	8.0
	12.0

	Others 
	11.0
	9.0
	13.0
	15.0
	18.0

	 
	
	
	
	
	

	TOTAL 
	100.0
	100.0
	100.0
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Major specialist retailers and their fascia

There are a significant amount of large foreign mass/upper mass retailers who have been aggressively expanding in China. The typical foreign clothing and footwear retailers include Esprit, Giordano, Texwinca and Glorious Sun. Most of these foreign retailers established their plants in China to take advantage of the low labour costs. Approximately 40% of the merchandise are exported.

Table 134 Major Clothing and Footwear Specialist Retailers and their Fascia 2002 



Outlets/RMB million
	
	Fascia(s)
	Outlets
	Sales

	Jiangsu Changshu 
	
	
	

	Commodities Market 
	Changsu
	176
	4,344.4

	Zhejiang Cixi Clothing Market 
	Cixi
	153
	2,905.6

	Zhang Jiagang Miaoqiao 
	
	
	

	Woollen Wear Market 
	Miaoqiao
	136
	2,242.6

	Dongguan Humen Fumin 
	
	
	

	Commercial Centre 
	Humen fumin
	160
	1,827.9

	Esprit 
	Esprit
	510
	1,733.8

	Texwinca 
	Baleno
	637
	1,488.6

	Taiyuan Garment Market 
	Garment
	186
	1,466.7

	Jeans West Exclusive Store 
	Jeanswest
	160
	1,378.0

	Giordano 
	Giordano, Blue Navy
	466
	1,256.8

	Xuebao Leatherwear Store 
	Xuebao
	204
	1,155.1

	Glorious Sun 
	Glorious Sun
	483
	1,100

	Strawman Exclusive 
	
	
	

	 
	
	
	

	Garment Store 
	Strawman
	165
	1,039.5

	TOTAL 
	
	3,436
	21,939




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 135 Major Clothing and Footwear Specialist Retailers and their Fascia 2003 



Outlets/RMB million
	
	Fascia(s)
	Outlets
	Sales

	Jiangsu Changshu 
	
	
	

	Commodities Market 
	Changsu
	217
	5,126.3

	Zhejiang Cixi Clothing Market 
	Cixi
	173
	3,196.1

	Zhang Jiagang Miaoqiao 
	
	
	

	Woollen Wear Market 
	Miaoqiao
	158
	2,668.7

	Esprit 
	Esprit
	480
	2,058.6

	Dongguan Humen Fumin 
	
	
	

	Commercial Centre 
	Humen fumin
	184
	1,987.0

	Texwinca 
	Baleno
	720
	1,785.6

	Taiyuan Garment Market 
	Garment
	210
	1,609.0

	Jeans West Exclusive Store 
	Jeanswest
	169
	1,517.2

	Giordano 
	Giordano, Blue Navy
	533
	1,382.5

	Glorious Sun 
	Glorious Sun
	553
	1,300.6

	Xuebao Leatherwear Store 
	Xuebao
	235
	1,293.7

	Strawman Exclusive 
	
	
	

	 
	
	
	

	Garment Store 
	Strawman
	177
	1,101.9

	TOTAL 
	
	3,809
	25,027.2




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Leading retailer market shares

Similar with most of the other consumer markets, the clothing and footwear market is characterised by fragmentation with the market share of leading retailers being very small when compared to the total retail sales. The leading clothing/footwear retailer, Jiangsu Changshu Commodities market captured only 1.1% of the clothing/footwear market. 

The total market share of the top 10 leading retailers amounted to just 4.5% in 2003. In 2004, with the open policy after WTO, the market share of foreign retailers is expected to grow significantly.

Table 136 Leading Clothing and Footwear Retailers Market Shares 2002-2003 



% value
	
	2002
	2003

	Jiangsu Changshu Commodities Market 
	0.99
	1.09

	Zhejiang Cixi Clothing Market 
	0.66
	0.68

	Zhang Jiagang Miaoqiao Woollen Wear Market 
	0.51
	0.57

	Esprit 
	0.40
	0.44

	Dongguan Humen Fumin Commercial  
	0.42
	0.42

	Texwinca 
	0.34
	0.38

	Taiyuan Garment Market 
	0.34
	0.34

	Jeans West Exclusive Store 
	0.31
	0.32

	Giordano 
	0.29
	0.29

	Glorious Sun 
	0.25
	0.28

	Xuebao Leatherwear Store 
	0.26
	0.27

	Strawman Exclusive Garment Store 
	0.24
	0.23

	 
	
	

	Others 
	94.99
	94.68

	TOTAL 
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Trends and issues

China could be the global low-cost provider of apparel

The American Textile Manufacturers Institute (ATMI) estimates that China is likely to receive 65-75% of the US apparel and textile market, it currently has a 16% share of imports in protected apparel categories and a 12% share of imports in protected textile categories. China, positively flush with low-cost labour and production facilities, and a devalued currency could easily become the low-cost provider of apparel globally.

Removal of quota to dramatically increase Chinese apparel production

While current apparel production in China exists with "outward processing arrangements" in which countries import goods from China and finish them in their own country. This allows the exporting country to confirm origin in their own country and not in China. 

However, with the removal of the quota, it is anticipated that total production will occur in China similar to the shoe, electronics and toy industries.

A World Bank study foresees China supplying nearly half of global exports in apparel by 2006 as trade barriers are progressively removed, compared with about 15 % in 1997. The ATMI also studied the impact of the removal of Quota restrictions on 29 apparel categories.

In January 2001, China's import of one category, brasseries, for example increase by 250%, with declines in the countries of other suppliers while China's supply infant apparel rose 826%.

These indirectly are expected to boost local consumption a greater variety of products get introduced into the market as local production capabilities becomes more sophisticated due to the global demand.

Forecasts

Multiples is expected to be the king of the retail sales in this market in the next 5 years. The sales share of multiples in 2003 of clothing and footwear goods was 50%, equal to that of independents. This is expected to increase to 54% in 2008 as consumers get more exposed to brands of chained stores with increasing entry of both foreign and new local players. Independents however will still continue to be an important outlet type as consumers seek variety and unique designs normally offered by independents. 

Many Chinese consumers prefer to shop in speciality stores for clothing and footwear since speciality store can provide services such as fashion advice. The retail sales of specialty store will keep a stable yearly growth of 6% to 9% in the next 5 years.

China will soon become the world's largest manufacturing base if it is not already the largest. This has resulted in a substantial re-rating of some of its leading manufacturers and consumption plays between 2002 and 2003, which is the post-WTO period for China. It shows clearly the re-rating of textile machinery and fabric producers in China.

China's production growth in 2003 lagged behind overseas demand

The World Bank is forecasting US$105bn total textile and clothing exports from China in 2005. This translates into a CAGR of 30% for China's clothing exports over the next three years. Compared to this, the reported total output growth of 14.1% in 2002 for China's textile industry looks decidedly low. There is a great deal of room for China's output growth to accelerate in the next 2-3 years in order to meet world demand. China's textile companies are expected to deliver at least 30% turnover growth in 2005 assuming that their market share remains intact and that their capacity keeps pace with the rapid surge in product demand. Historically, fixed asset investment (FAI) in the industry in China has grown in tandem with the industry's export growth. As a result, the textile industry in China expects its FAI to chalk up 49% CAGR over the next three years in order to meet product demand.

China on the world stage for textile and clothing

Trade restrictions on textile and clothing among WTO members were eliminated in stages starting from 1995. China began to benefit from freer trade in 2002 when it joined the WTO. Quotas imposed on upstream merchandise such as yarn and fabric and the trading of simple textile products were mostly eliminated in the third stage of trade integration in 2002, but trade liberalisation for clothing was largely postponed until the last stage of integration which starts in Jan 05.

Concentrating on high-end fabric and fashion manufacturing, the EU is the world's top clothing exporter, accounting for 24.1% of global trade in 2001. China came in second, accounting for 18.8% of world trade in terms of export value. The sharp jump in market share from 4% in 1980 to almost 19% in 2001 represented an impressive 13% CAGR in clothing exports since 1990 – this was despite an overall decline in world trade in clothing since 2000 and the continuing garment quotas for China. The country delivered a 12.4% increase in clothing exports in 2002.

According to the retail market performance of clothing in the past 5 years and the forecast data from national stat bureau, the growth of clothing goods is expected to be stable and high with an index near 10% yearly. The CAGR of clothing goods should be around 9.5%.

China footwear manufacture industry should keep on developing

China needed only 10 years to become the biggest export/import country of footwear goods, especially after the entry of WTO, China footwear industry has showed its strong develop trends further. 

There are four major production bases in China: Guangdong province and three cities called Jinjiang, Shishi and Futian in Fujian province. There are also many new footwear production bases such as Heshan city are under construction. In the next 5 years, the China footwear production industry should have bigger development. 

The retail sales of footwear goods in domestic market should have a stable growth with a CAGR of 8.5% in the next 5 years with a big population base of 1.3 billion. 

As one of the financial centre of the world, Shanghai has around 13 million population at the end of 2003. This figure is set to increase as further economic development will attract more foreigners and outlanders into Shanghai. At the end of 2010, the government forecast that the entire population of Shanghai will reach 20 million, which will bring bigger requirement on clothing and footwear goods. All these reasons pushed the rapid development on the retail sales of household goods and home furniture. 

The clothing and footwear goods industry expanded its retail sales with a high growth rate over the historical review period. At the end of 2008, retail sales is expected to reach RMB220 million, an increase of 20% over the review period of 2003 to 2008. 

Table 137 Forecast Clothing and Footwear Retailer Sales by Outlet Type 2003-2008 



RMB billion
	
	2003
	2004
	2005
	2006
	2007
	2008

	Clothing & Footwear specialists 
	
	
	
	
	
	

	- Multiples 
	91.6
	96.5
	102.2
	107.9
	113.5
	119.1

	- Independents 
	91.4
	92.3
	94.2
	96.0
	98.0
	100.9

	 
	
	
	
	
	
	

	TOTAL 
	183.0
	188.8
	196.4
	203.9
	211.4
	220.1




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 
Note: Totals may not sum due to rounding

11.4 Home Furniture and Household Goods Retailers

Overview

In China, home furniture and household goods retailers are meeting fiery competition like they have never met before from foreign retailers. After the entry of WTO and the rapid growth on housing requirement in China especially in big cities and well-economic cities, more and more foreign home furniture and household goods retailers entered the China market. 

The famous foreign retailers like Ikea, B&Q, OBI entered China market in the middle of 1990's. But all of them are very cautious to expand their business in China market. Ikea just opened 2 outlets in China, one is in Shanghai, the other is in Beijing. After 5 years of running in China, OBI have only opened 6 outlets in such a big country. 

It happened to coincide, almost all of the big foreign home furniture and household goods retailers began to enter or expand their business in 2003. OBI started its expanding plan-"Hundreds Outlets Plan" in 2003; Ikea rebuilt its outlet in Shanghai, expanded the sales area of the old outlet from 8,400 sq m to 32,000 sq m in 2003. B&Q has already expanded its business range from Shanghai, Beijing to the nearby cities and provinces in 2002. 

Just like the cake principle in the birthday party, every participator wants to take one piece of cake. According to the report and data from China Home furniture and household association, in the next 10 years or longer, the development speed of home furniture and household will be faster by 3 or 4 percentages than the speed of national economic development. The home furniture and household industry will become one of the important growing drivers of the national economy. 

Consumer expenditure

Consumer expenditure on home furniture and household goods rose by 24.4% from RMB 91 billion in 1999, to over RMB 113.2 billion in 2003. 

Until the mid-1990s, the real estate market in China was sluggish, which directly affected the sales of furniture and home furnishings. However, towards the end of the survey period, the housing reforms pushed forward by the government successfully reversed the market trend. Instead of waiting for house allocation from their companies and institutes, people are now buying houses directly from the market. According to the new laws, the individual pays a monthly fund to his/her housing account together with the employer's equivalent contribution, which would go towards buying a new home. If insufficient, the banks can provide additional house loans and even loans for furnishings. This effectively stimulated the retail market for houses and consequently boosted the sales of home furnishings and furniture.

During the review period, more specialised home furnishing/furniture markets emerged, covering an average area of over 3,000 sq m. They are usually located on the boundaries of the cities. These specialised markets are slowly replacing the original small-scale private businesses, and they are also exerting tremendous pressure on department stores, which was another traditional distribution channel for furniture and other home furnishing products. 

After the push and support from the China government, the only word to describe real estate in China is crazy. In some big cities such as Shanghai, Beijing and Guangzhou, the price of house has been more than doubled. For example, in Shanghai, many new city centres has been established in the review period, there are also many new estate around the new city centres. There is one famous city and economic centre in Shanghai called "Xu Jia Hui", the price of house in Xu Jia Hui was around 2,250 RMB per sq m in 1998. With the development of economy in Shanghai, pricing in Xu hia hui has become one of the most expensive place in Shanghai. At the end of 2003, the average price of housing in Xu Jia Hui was at 13,000 RMB per sq m, representing an increase of 477.8% from 1998. 

All of above reasons have fuelled the development of retail sales of home furniture and household goods in China. 

Table 138 Consumer Expenditure on Home Furniture and Household Goods 1999-2003 



RMB billion, current prices
	
	1999
	2000
	2001
	2002
	2003

	Furniture and furnishings 
	14.1
	14.4
	14.9
	15.4
	15.9

	Household textiles 
	13.6
	13.3
	15.9
	17.9
	19.2

	Glassware, tableware and 
	
	
	
	
	

	household utensils 
	56.3
	59.4
	62.1
	65.8
	69.2

	Hardware and DIY goods 
	7.0
	7.6
	7.8
	8.3
	8.8

	 
	
	
	
	
	

	TOTAL  
	91.0
	94.7
	100.7
	107.4
	113.2




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Sales by outlet type

In China, consumers are used to purchasing from furniture retailers which tend to have more professional expertise in providing suggestions and after-sales service to the consumers.

With the development of the economy and disposable income, Chinese consumers began to seek for higher end goods instead of the usual functional ones. This has boosted sales of home furniture and furnishing during the review period. 

DIY/gardening/hardware products dominated retail sales of home furniture and household goods in the review period. The share of DIY/gardening/hardware retailers amounted to 74% market in 2003. This however represented a slight decline over 1999 where the proportion was at 77%. 

Table 139 Home Furniture and Household Goods Retailer Sales by Type of Outlet 1999-2003 



RMB billion
	
	1999
	2000
	2001
	2002
	2003

	DIY/gardening/hardware outlets 
	155.1
	172.3
	186.4
	198.4
	220.0

	Home furniture and furnishings 
	45.5
	52.5
	62.5
	69.0
	77.0

	 
	
	
	
	
	

	TOTAL 
	200.6
	224.8
	248.9
	267.4
	296.9




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 140 Home Furniture and Household Goods Retailer Sales by Type of Outlet: % Analysis 2002-2003 



% value
	
	2002
	2003

	DIY/gardening/hardware outlets 
	74.2
	74.1

	 
	
	

	Home furniture and furnishings 
	25.8
	25.9

	TOTAL 
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 141 Retail Sales by Type of Outlet: % Growth 1999-2003 



%
	
	1999/2003
	2002/2003

	DIY/gardening/hardware outlets 
	41.8
	10.9

	 
	
	

	Home furniture and furnishings 
	69.1
	11.5

	TOTAL 
	48.0
	11.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates

Retail distribution

The good development prospects of the China home furniture market has aroused the big foreign retailers' interest in this country. More big foreign retailers like B&Q and OBI are anticipated to find business opportunities in China and wider presence within the country is expected to follow suit. Domestic retailers will bear the brunt of strong competition from these large foreign retailers who are expected to bring in innovative product and services. 

Additionally, from 1st Jan 2003, the China government reduced the custom duty of eight types of furniture and household goods. This includes home furniture, marble, kitchenware, carpets and floor covering, etc. Foreign retailers will bring their new concept of home furniture and operation which will make them more competitive in the market. 

For home furniture and furnishings goods, most of the retail sales was via speciality stores because of the professional service and advice provided. In 2003, 78% of the total industry retail sales belong to specialists. Most of the specialists are still independents which occupied 69% share among specialists. Department store is another important selling channel for home furniture/furnishings goods, accounting or 18% in 2003. 

Household goods had department store as the main distribution channel in 2003, with a share of 82% of retail sales. Since there are few specialists that sell household goods, consumers tend to turn to department stores that offer a decent variety of products. 

Table 142 Retail Distribution of Home Furniture/Household Goods Retailers' Core Products 2003 



% value
	
	Home furniture/ furnishings
	hold goods
	House- DIY/ Hardware
	Others

	DIY/gardening/hardware outlets 
	4.0
	1.0
	29.0
	10.0

	Home furniture and furnishings 
	74.0
	11.0
	1.0
	33.0

	Department stores 
	18.0
	82.0
	45.0
	45.0

	Grocery retailers 
	-
	3.0
	16.0
	4.0

	Others 
	4.0
	3.0
	9.0
	8.0

	 
	
	
	
	

	TOTAL 
	100.0
	100.0
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates
Note: Others includes carpets and floor coverings

Major specialist retailers and their fascia

The leading specialist retailer for home furniture and household goods in 2002 and 2003 is domestic retailer Tianjin Homeworld. The retailer's sales is greater than the other major retailers by a significant amount. Ikea is the leading foreign retailer in this market, it was ranked second in 2002 and 2003. Other big foreign retailers include B&Q and OBI, unfortunately, data on these retailers are unavailable, hence the inability to ranking them amongst the top players. However based on their existing performance, they can easily be listed in top 10 position. 

Tianjin Homeworld Furniture Co Ltd

Tianjin Homeworld is the biggest domestic retailer in home furniture and household goods industry. In 1996, The Home World Group entered the retailing trade in China. The Group took the lead in introducing the concept of large warehouse stores from foreign countries while adapting to local conditions. 

In addition to Homeworld, the retailer owns three other fascias, The Home Club, The Home Way and The Home Town. These were started after the success of Homeworld. At the end of 2003, the group operated 35 chain stores in the northern and northwest part of China.

Tianjin Homeworld will expand its outlets to be near 50 in 2004. According to the company plan, Homeworld plans to be listed in the Hong Kong stock exchange market in 2004. 

Ikea

Ikea entered China market in 1996 with two outlets, one in Shanghai, the other in Beijing. Ikea brought the new concept of north European style home furniture and household goods. The north European style home furniture is very welcomed by Chinese consumers especially amongst the new generation. The price of the goods is also very reasonable compared with the similar merchandises sold by domestic retailers. 

Although Ikea only opened two outlets in China, its retail sales soared to 650 million RMB in 2002 and increased to 820 million RMB in 2003. Retail sales of Ikea increased by 26.2% in 2003. The main reason can be attributed to the refurbishment and expansion of its Shanghai outlets, from 8,400 sq m to 32,000 sq m. Ikea was ranked in second in 2002 and 2003. 

Shanghai Shengyuan Dadi Furniture World

Shanghai Shengyuan Dadi is a new retailer in this market; Shanghai Shengyuan Dadi is a combination of the old independent retailers selling middle priced furniture. Despite being new, it was nevertheless ranked third position in 2003 with retail sales of 421 million RMB. 

Table 143 Major Home Furniture and Household Goods Specialist Retailers and their Fascia 2002 



Outlets/RMB million
	
	Fascia(s)
	Outlets
	Sales

	Tianjin Homeworld Furniture 
	
	
	

	Co Ltd 
	Homeworld
	30
	4403.9

	Ikea 
	Ikea
	2
	650

	Shanghai Shengyuan Dadi 
	
	
	

	Furniture World 
	Shengyuan Dadi
	1
	302

	Shanghai World Trade 
	
	
	

	Furniture Market 
	World Trade
	6
	255.6

	Hangzhou Huadong 
	
	
	

	Furniture Market 
	Huadong
	6
	188.2

	Shanghai Yue Xing 
	
	
	

	Furniture Market 
	Yue Xing
	4
	170

	Beijing Jin Hai Ma 
	
	
	

	Furniture Centre 
	Jin Hai Ma
	6
	168

	Shanghai Luo Ming Na 
	
	
	

	Furniture Shop 
	Luo Ming Na
	7
	155

	Guangzhou Jin Hai Ma 
	
	
	

	Furniture Centre 
	Jin Hai Ma
	5
	150

	Shenyang Beifang Furniture 
	
	
	

	Market 
	Beifang
	6
	148.5

	Shanghai Xuhui Furniture 
	
	
	

	Market 
	Xuhui
	4
	140.2

	Shantou Yuanqu Guangda 
	
	
	

	Furniture Plaza 
	Yuanqu
	3
	126

	Shanghai Yide Furniture 
	
	
	

	 
	
	
	

	Market 
	Yide
	3
	125

	TOTAL 
	
	83
	6,982.4




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 144 Major Home Furniture and Household Goods Specialist Retailers and their Fascia 2003 



Outlets/RMB million
	
	Fascia(s)
	Outlets
	Sales

	Tianjin Homeworld Furniture 
	
	
	

	Co Ltd 
	Homeworld
	35
	5,000

	Ikea 
	Ikea
	2
	820

	Shanghai Shengyuan Dadi 
	
	
	

	Furniture World 
	Shengyuan Dadi
	2
	421

	Shanghai World Trade 
	
	
	

	Furniture Market 
	World Trade
	8
	285

	Hangzhou Huadong 
	
	
	

	Furniture Market 
	Huadong
	6
	183

	Shanghai Yue Xing 
	
	
	

	Furniture Market 
	Yue Xing
	5
	180

	Beijing Jin Hai Ma 
	
	
	

	Furniture Centre 
	Jin Hai Ma
	6
	176

	Shanghai Luo Ming Na 
	
	
	

	Furniture Shop 
	Luo Ming Na
	6
	162

	Guangzhou Jin Hai Ma 
	
	
	

	Furniture Centre 
	Jin Hai Ma
	5
	156

	Shenyang Beifang Furniture 
	
	
	

	Market 
	Beifang
	6
	152

	Shanghai Xuhui Furniture 
	
	
	

	Market 
	Xuhui
	4
	148

	Shantou Yuanqu Guangda 
	
	
	

	Furniture Plaza 
	Yuanqu
	3
	140

	Shanghai Yide Furniture 
	
	
	

	 
	
	
	

	Market 
	Yide
	3
	120

	TOTAL 
	
	91
	7,943.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Leading retailer maket shares

In 2003, the total retail sales of home furniture/household goods was at RMB 188,634 million; the market share of the leading retailers were very low due to the fragmented nature of the China market. 

Even the biggest retailer' market share was small

Tianjing Homeworld, the biggest retailer in home furniture and household goods market 2003 only controls 2.5% of the market. Although it has a strong foothold in North China, its market share is still negligible in light of the total market. 

With rapid development of home furniture and household goods industry, every player wants a share of the cake. The only way to gain more market share in China is to open more chains in order to gain more grounds in this giant country. The total market share of the top 14 leading retailers was slightly less than 4% of the total retail industry. 

Most of the home furniture and household goods businesses are independents and this situation is likely to last for a long time in China. With the entry of WTO and competition from foreign retailers, multiples are expected to gain more grounds in time to come. This is because most of the foreign retailers are likely to adopt the multiple outlet retail model. Some of big foreign retailers such as OBI are seeking to cooperate with the big domestic retailers. Through joint venture, foreign retailers can swiftly enter the Chinese market and will be better able to adapt to the local consumer tastes.

Table 145 Leading Home Furniture and Household Goods Retailers Market Shares 2002/2003 



% value
	
	2002
	2003

	Tianjin Homeworld Furniture Co Ltd 
	2.64
	2.65

	Ikea 
	0.39
	0.43

	Shanghai Shengyuan Dadi Furniture World 
	0.18
	0.22

	Shanghai World Trade Furniture Market 
	0.15
	0.15

	Hangzhou Huadong Furniture Market 
	0.11
	0.10

	Shanghai Yue Xing Furniture Market 
	0.10
	0.10

	Beijing Jin Hai Ma Furniture Centre 
	0.10
	0.09

	Shanghai Luo Ming Na Furniture Shop 
	0.09
	0.09

	Guangzhou Jin Hai Ma Furniture Centre 
	0.09
	0.08

	Shenyang Beifang Furniture Market 
	0.09
	0.08

	Shanghai Xuhui Furniture Market 
	0.08
	0.08

	Shantou Yuanqu Guangda Furniture Plaza 
	0.08
	0.07

	Shanghai Yide Furniture Market 
	0.07
	0.06

	 
	
	

	Others 
	95.82
	95.79

	TOTAL 
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Trends and issues

IKEA was the trend setter for the home furniture and household goods sector when it entered in the mid 90s. The retailer introduced the concept of a wide variety of well designed products presented in a large retail space where consumers felt browsing the goods. As a result, many warehouse style home furniture and household goods specialty store proliferated in the review period. 

Ten years ago, there were many independent home furniture and household goods stores in China. From 2000, most of the independent stores chose to collaborate to gain economies of scale from suppliers. Shanghai Shengyuan Dadi for example is a combination of over 300 independent stores. While such collaborations are beneficial, such buying groups do not tend to last for long. The larger players do not tend to enter into such a grouping.

Forecasts

As one of the financial centres of the world, Shanghai has around 13 million population at the end of 2003. With the further economic development, there will be more and more foreigners and outlanders working and settling in Shanghai. At the end of 2010, the entire population of Shanghai is forecasted to reach 20 million, which will generate a bigger demand on housing and subsequently on home furniture and household goods. 

The home furniture and household goods industry expanded its retail sales with a high growth of 53.8% over the historical review period. At the end of 2008, retail sales is expected to reach RMB430 billion, an increase of 46.3% over the forecast review period of 2003 to 2008. 

Currently, residential real eatate has become the fastest growing sector among the top 5 consuming hotspots (house, automation, travel, education and information service). The demand for residential properties will continue to be high in the next 5 to 10 years in China.

According to the China estate development plan, in the next 10 years China will need to add on over 200 million sq m of new living area. The total living area in China was over 6 billion sq m in 2003. Taking this into consideration, the future for the home furniture and household goods market looks bright.

Table 146 Forecast Home Furniture and Household Goods Retailer Sales by Outlet Type 2003-2008 



RMB billion, 2003 constant prices
	
	2003
	2004
	2005
	2006
	2007
	2008

	DIY/gardening/hardware outlets 
	220.0
	237.5
	257.0
	277.6
	298.4
	319.3

	Home furniture and furnishings 
	77.0
	84.6
	92.3
	99.6
	107.6
	115.1

	 
	
	
	
	
	
	

	TOTAL 
	296.9
	322.2
	349.3
	377.2
	406.0
	434.4




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates based on the forecast data from official statistics

11.5 Durable Goods Retailers

Overview

The retail sales of durable goods outlets grew by 26.8% over the review period, from RMB 183 billion in 1999 to RMB 232 billion in 2003. Their share of the total non-food retail sales reached 12.4% in 2003.

The average sales per sq m increased to RMB2,834 in 2003 from RMB2,567 in 1999, representing 10.4% growth. This could have stemmed from more expensive products being purchased by consumers, particularly in the urban areas. 

Due to unhealthy competition in an oversupplied market in many cities, household electrical appliances suffered a continuous decline in prices. However, demand in the vast rural market was far from being satisfied.

Pricing of computer hardware remains on the high side, and computer software companies are lobbying for proper legal protection against piracy, which is prevalent throughout urban China, and eating into their profits. Until proper legislation is in place, growth in sales through computer outlets may be stifled.

Consumer expenditure

Household appliances is the biggest expenditure sector of durable goods in the review period. With the development of technology and cost efficiencies, the price of household appliances kept on declining in the review period, which encouraged consumer expenditure. The growth of household appliances was very high during the review period, at over 14%. At the end of 2003, the retail sales of household appliances totalled RMB 176.1 billion. 

As one indicator of fashion, the function of communications and telecommunications equipment have gone beyond for communication purposes. According to the national statistics, the number of mobile phone consumers has reached 200 million at the end of 2003. There are many new functions added into mobile phones such as mobile-game, internet accessibility and camera etc, which encouraged the expenditure of mobile phones. 

For leisure goods, the retail sales of audio-visual, photographic and information processing equipment sector developed well in the review period. The main reason for the development in this sector is the price reduction and the increase of disposable income. The progression of audio-visual and photographic and information processing equipment from normal to digital was another reason fuelling sales. 

Table 147 Consumer Expenditure on Durable Goods 1999-2003 



RMB billion, current prices
	
	1999
	2000
	2001
	2002
	2003

	Household appliances 
	153.5
	167.9
	167.2
	167.9
	176.1

	Telecommunications equipment 
	215.0
	290.7
	288.6
	269.3
	295.7

	Audio-visual, ohotographic and 
	
	
	
	
	

	information processing equipment 
	60.4
	62.9
	61.5
	68.3
	71.1

	 
	
	
	
	
	

	TOTAL 
	428.9
	521.5
	517.2
	505.5
	542.8




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Sales by outlet type

For the durable goods sector, independents shared over 60% market share. Being the traditional business model, independents have gain good coverage throughout China. During the review period however, the market share of multiples steadily increased. Electrical appliance specialist and electronic goods specialist are the main selling channels for durable goods. The market share for electrical appliance and electronic goods retail sales at multiples accounted for approximately 35% of total retail sales of durable goods in the review period. Mixed retailers such as department stores and variety stores were the main selling channels for local consumers in the past. This has been replaced by specialists durable goods retailers. 

For electrical appliance specialists, the importance of multiples is increasing due to the numerous M&A activities. At the end of 2003, market share of multiples in electrical appliance independents increased 65.5% over the review period. This growth is expected to continue into the forecast period.

Table 148 Durable Goods Retailer Sales by Type of Outlet 1999-2003 



RMB billion
	
	1999
	2000
	2001
	2002
	2003

	Durable goods specialists 
	
	
	
	
	

	- Multiples 
	58.6
	64.4
	70.2
	75.2
	81.7

	- Independents 
	124.4
	130.7
	136.3
	142.8
	150.3

	 
	
	
	
	
	

	TOTAL 
	183.0
	195.1
	206.5
	218.0
	232.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 149 Durable Goods Retailer Sales by Type of Outlet: % Analysis 2002-2003 



% value
	
	2002
	2003

	Durable goods specialists 
	
	

	- Multiples 
	34.5
	35.2

	 
	
	

	- Independents 
	65.5
	64.8

	TOTAL 
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 150 Retail Sales by Type of Outlet: % Growth 1999-2003 



%
	
	1999/2003
	2002/2003

	Durable goods specialists 
	
	

	- Multiples 
	39.5
	8.6

	 
	
	

	- Independents 
	20.8
	5.3

	TOTAL 
	26.8
	6.4




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Retail distribution

The core products of durable goods were domestic electrical appliances and consumer electronics. The retail distributions of these two major products are also different. For domestic electrical appliances, the retail value of grocery multiples accounted for the largest part, at 50.4% of the total retail sales of domestic electrical appliances. But the retail sales of grocery multiples on domestic electrical appliances were concentrated on small home appliances goods. For consumer electronics, the retail distribution was the largest at grocery stores as well, at 29.5% in 2003. 

The percentage value of internet sales was almost zero due to the price difference between internet sales and on-site sales. In the China market of domestic electrical appliances, usually consumer can bargain down the price when purchasing at retail stores. Purchases over the internet sales however does not give room for bargaining to take place hence explaining the low sales. But internet is still the main channel for information gathering prior to purchasing. The undeveloped payment methods available over the internet also made the purchasing less convenient, which restricted the internet sales shares to only 0.5% of total consumer electronics sales value in 2003. 

Table 151 Retail Distribution of Durable Goods Retailers' Core Products 2003 



% value
	
	Domestic electrical appliances
	Consumer electronics

	Mail order 
	-
	2

	Kitchen specialists 
	3.8
	-

	Specialist multiples 
	11.6
	18

	Specialist independents 
	11.5
	16

	Grocery multiples 
	50.4
	29.5

	Department/variety stores 
	12.1
	25.6

	Internet sales 
	-
	0.5

	 
	
	

	Others 
	10.6
	8.4

	TOTAL 
	100
	100




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates

Major specialist retailers and their fascia

Beijing Gome Home Appliance reached RMB 20 billion in 2003 which made it the top ranking retailer in 2003. Beijing Gome was established in 1987, Gome is one of the member of the Beijing PengRun Investment Co Ltd. By the end of 2003, after 15 years of being in operation, Gome had established 132 outlets in China, covering 20 big cities in 12 provinces. At the end of 2003, Gome has more than 10,000 staff. With the successful experience gained from the China mainland market, Gome opened their first outlet in Hong Kong in Nov 2003. 

Jiangsu Suning Electronics Co Ltd achieved RMB8 billion in retail sales in 2003. It was first established in the mid-1980s as a collectively-owned company, mainly selling air-conditioners of both domestic and foreign brands. Within the first five years, it quickly became the largest air-conditioner retailer in eastern China. Starting from 1991, it expanded its business scope to also sell computers, TV sets and other electrical appliances. In 1996, it built its headquarters in Nanjing, Suning Plaza. 

Shanghai Yongle Home Appliance reached RMB7.2 billion in sales in 2003. The company started November 1996, initially selling electricity, mobile phone and digital products. Shanghai Yongle is a chain enterprise with 48 outlets in China, and distribution in Shanghai, Jiangsu and Zhejiang provinces. In 2003, Shanghai Yongle total sales grew by an impressive 44%.

Beijing Zhong Guan Cun Electronics Co Ltd achieved RMB3.95 billion in sales turnover in 2003, making it the fourth largest retailer in this subsector. In fifth place, Guangzhou Tianhe Electronics Co Ltd generated RMB3.5 billion retail sales in 2003, with 120 outlets across the country. The success of these companies stemmed largely from their nationwide retailing network, good reputation and excellent after-sale services.

Table 152 Major Durable Goods Specialist Retailers and their Fascia 2002 



Outlets/RMB million
	
	Fascia(s)
	Outlets
	Sales

	Beijing Gome Home Appliance 
	Gome
	75
	12,800.0

	Jiangsu Suning Electronics 
	
	
	

	Market 
	Suning
	72
	5,900.0

	Shanghai Yongle Home 
	
	
	

	Appliance 
	Yongle
	40
	5,000.0

	Beijing Zhong Guan Cun 
	
	
	

	Electronics Market 
	Zhong Guan Cun
	118
	3,580.6

	Guangzhou Tianhe Electronics 
	
	
	

	Specialist Market  
	Tianhe
	109
	3,120.4

	Shenzhen Aiwa Specialist 
	
	
	

	Electronics Market  
	Aiwa
	112
	2,990.6

	Shanghai Computer Market 
	Shanghai Computer
	97
	2,611.6

	Nanjing Zhujianglu Electronics 
	
	
	

	Specialist Market  
	Zhujianglu
	84
	2,545.5

	Zhuhai Xin Li Chuang 
	
	
	

	Specialist Computer Market 
	Xin Li Chuang
	70
	2,208.0

	Legend Computer 
	
	
	

	Exclusive Shop 
	Legend
	56
	1,689.6

	Jiangsu Wuxing Air 
	
	
	

	 
	
	
	

	Conditioner Exclusive Shop 
	Wuxing
	52
	1,450.0

	TOTAL 
	
	885
	43,896.3




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 153 Major Durable Goods Specialist Retailers and their Fascia 2003 



Outlets/RMB million
	
	Fascia(s)
	Outlets
	Sales

	Beijing Gome Home 
	
	
	

	Appliance 
	Gome
	132
	20,500.0

	Jiangsu Suning Electronics 
	
	
	

	Market 
	Suning
	105
	8,000.0

	Shanghai Yongle Home 
	
	
	

	Appliance 
	Yongle
	48
	7,200.0

	Beijing Zhong Guan Cun 
	
	
	

	Electronics Market 
	Zhong Guan Cun
	124
	3,946.0

	Guangzhou Tianhe Electronics 
	
	
	

	Specialist Market  
	Tianhe
	120
	3,512.6

	Shenzhen Aiwa Specialist 
	
	
	

	Electronics Market  
	Aiwa
	118
	3,342.0

	Shanghai Computer Market 
	Shanghai Computer
	104
	2,905.0

	Nanjing Zhujianglu Electronics 
	
	
	

	Specialist  
	
	
	

	Market  
	Zhujianglu
	88
	2,850.0

	Zhuhai Xin Li Chuang 
	
	
	

	Specialist Computer Market 
	Xin Li Chuang
	75
	2,502.0

	Legend Computer Exclusive 
	
	
	

	Shop 
	Legend
	62
	1,830.0

	Jiangsu Wuxing Air 
	
	
	

	 
	
	
	

	Conditioner Exclusive Shop 
	Wuxing
	56
	1,720.0

	TOTAL 
	
	1,032
	58,307.6




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Leading retailer market shares

Market share of the leading durable goods retailers is small when placed against the total durable good market. However when compared to other consumer goods market, the durable goods market has a lower level of fragmentation. The total market share of the top 11 leading retailers was just over 25% in 2003, representing an increase of about 5 percentage points over the previous year in 2002. This relatively strong rate of growth was due mainly to the growth of specialist multiples namely Beijing Gome and Shanghai Yongle. 

Table 154 Leading Durable Goods Retailers Market Shares 2002-2003 



% value
	
	2002
	2003

	Beijing Gome Home Appliance 
	5.9
	8.8

	Jiangsu Suning Electronics Market 
	2.7
	3.4

	Shanghai Yongle Home Appliance 
	2.3
	3.1

	Beijing Zhong Guan Cun Electronics Market 
	1.6
	1.7

	Guangzhou Tianhe Electronics Specialist Market  
	1.4
	1.5

	Shenzhen Aiwa Specialist Electronics Market  
	1.4
	1.4

	Shanghai Computer Market 
	1.2
	1.3

	Nanjing Zhujianglu Electronics Specialist Market  
	1.2
	1.2

	Zhuhai Xin Li Chuang Specialist Computer Market 
	1.0
	1.1

	Legend Computer Exclusive Shop 
	0.8
	0.8

	Jiangsu Wuxing Air Conditioner Exclusive Shop 
	0.7
	0.7

	 
	
	

	Others 
	79.9
	74.9

	TOTAL 
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Trends and issues

As the replacement rate of durable goods is longer as compared to other consumer goods, it would take more time before repeat purchases are made. Therefore, the main driver to push retail growth is the development of the products, which can stimulate consumers to update the goods and seek for a higher quality of life. 

Currently, home appliances has become the main force driving growth in the durable goods sector. There are many home appliance specialty stores such as Beijing Gome, Jiangsu Suning and Shanghai Yongle etc. Chinese consumer also used to purchase the durable goods in specialty store to get professional advice and recommendations. For some durable goods which need professional installation such as air-conditioning, speciality stores can also provide installation services free of charge. But the net margin percentages of specialty store have been very low in these years due to the fiery competition. Jumping on the bandwagon, foreign brands such as Seimens and National have also established speciality stores to retail their products.

Forecasts

Sales via independents should still account for the major part of total retail sales. The trend of multiples gaining popularity however is set to continue as retailers open more outlets in an effort to expand.

Growth in disposable income should become the major driver of the retail sales growth in the coming years. Based on the historical market performance, growth of retail sales in the next 5 years should keep a high and stable figure of around 6% to 9% yearly. The growth of multiples should exceed that of independents. At the end of 2008, total retail sales of durable goods are expected to reach RMB 305 billion. 

Table 155 Forecast Durable Goods Retailer Sales by Outlet Type 2003-2008 



RMB billion, 2003 constant prices
	
	2003
	2004
	2005
	2006
	2007
	2008

	Durable goods specialists 
	
	
	
	
	
	

	- Multiples 
	81.7
	88.2
	95.3
	101.9
	108.0
	114.7

	- Independents 
	150.3
	158.6
	166.9
	174.7
	182.6
	190.4

	 
	
	
	
	
	
	

	TOTAL 
	232.0
	246.8
	262.1
	276.6
	290.6
	305.1




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

11.6 Leisure and Personal Goods Retailers

Overview

According to the WTO agreement, one year after China's accession into the WTO, foreign book retailers can set up JV businesses and all restrictions will be lifted by 2005. The book retail business, long protected by the government will thus be facing intense competition in the near future.

Many booksellers/stationers usually sell more economics-related books rather than literature and history. Most of them also do not offer a wide variety of international titles due to harsh censorship rules from the authorities. With the rising challenge of the Internet as an alternative channel for book sales, booksellers need to expand their product range in order to maintain their market share.

In recent years, there was a trend towards large-scale chain record/video games outlets of over 2,000 sq m being established in downtown areas. Nevertheless, the vast majority of stores are small independent outfits.

While the overall development of record/video games outlets seemed healthy, there are still serious problems being faced by the subsector, one of them being the sale of pirated products. Apart from the officially authorised outlets, many of the small independent outlets took to selling pirated and smuggled audio and video products at extremely low prices compared to authorised dealers. Since the quality of these products was acceptable to most consumers, price became the deciding factor in the purchasing decision. This posed a tough challenge to official record/video game retailers. To fend off competition from the pirated copies, some authorised audio and video outlets were also found to be selling pirated products. Due to the lack of action on the part of the government authorities, it is difficult to curtail this trend. It is difficult to assess the total value of pirated products, given the lack of any official statistics.

The reason for the good performance of toy and sporting good retailers can be indirectly linked to China's famous one-child policy. As families grow smaller, the only child in the family naturally receives the bulk of attention from doting parents and grandparents, who want the best for him/her. Consumers, particularly in urban areas, are making more expensive purchases on branded toys for their children.

The majority of toy stores are privately owned, usually located in downtown areas, near schools and other places where children and young people frequent. Many of the stores usually sell toys, together with souvenirs and gifts. Due to the nature of the business and the expensive land rent in the cities, the average outlet size of toy stores remains relatively small, at around 59 sq m. 

Consumer expenditure

Consumer expenditure on leisure and personal goods has grown in tandem with disposable incomes. 

The retail sales of sports goods, toys, games and camping equipment realised a 32% growth over the review period. The development of toys and games in particular was very fast. The games market is very fragmented, there are many kinds of games available. The electronic games like PS2 and X-BOX are very popular in China market especially amongst the young generation. PC game is another important industry with rapid growth in the review period. Internet games have also performed well, with a total retail sales of RMB 6.5 billion in 2003. This is set to double in 2004. 

The weekly issues of newspaper and magazines are the most welcomed by Chinese consumer, especially those involving leisure and speciality topics such as IT information, automation and apparel/beauty.

At the end of 2003, the consumer expenditure on leisure and personal goods stood at RMB 99.3 billion, representing an increase of 43.5% over the past 5 years. The retail sales of jewellery, silverware, watches and clocks and travel goods accounted for the highest growth in 2003. In 2003, the retail sales reached RMB 19.7 billion, an increment of 23.1% from 2002. 

Table 156 Consumer Expenditure on Leisure and Personal Goods 1999-2003 



RMB billion, current prices
	
	1999
	2000
	2001
	2002
	2003

	Sports goods, toys, games 
	
	
	
	
	

	and camping equipment 
	10.3
	11.1
	11.4
	12.9
	13.6

	Flowers, plants, garden goods, pet 
	
	
	
	
	

	goods, other recreational goods 
	26.2
	28.6
	29.6
	35.1
	40.1

	Books, newspapers and magazines 
	20.3
	21.3
	21.2
	23.3
	25.9

	Jewellery, silverware, watches 
	
	
	
	
	

	and clocks, travel goods 
	12.4
	13.3
	14.8
	16.0
	19.7

	 
	
	
	
	
	

	TOTAL 
	69.2
	74.3
	77
	87.3
	99.3




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Sales by outlet type

In 1999, record/video games was the king of the retail sales of leisure and personal goods with a share over 33%. Although sales growth was kept high, the share of record/video games reduced to 30.8% in 2003. 

Due to it being a luxury product, the proportion of jewellery sales did not grow very much from 1999 to 2003. Accounting for 10.3% of the leisure and personal goods market in 2003, the amount stood at 10% in 1999. 

The retail sales of books, stationery were increased 69.2% between 2003 and 1999. The market share of books, stationery retail sales also increased from 11% to 15.5% between 1999 and 2003. 

Speciality leisure and personal goods store was growing very well in the past 5 years between 1999 and 2003. Many foreign leisure and personal goods retailers entered the China market with a chain store selling mode in the review period which posed tough competition on the domestic retailers. Many of the specialty stores use franchising as a fast way of expansion. The market share of specialty store has been increased by 6% in the last 5 years. 

Table 157 Leisure and Personal Goods Retailer Sales by Type of Outlet 1999-2003 



RMB million
	
	1999
	2000
	2001
	2002
	2003

	Booksellers/stationers 
	46.4
	53.6
	59.5
	68.5
	78.5

	Record/video games outlets 
	78.0
	85.2
	94.5
	99.0
	111.0

	Toy retailers 
	72.3
	83.4
	89.5
	95.0
	106.0

	Sports goods outlets 
	16.5
	19.1
	23.0
	25.0
	28.0

	Jewellers 
	23.8
	26.1
	29.0
	32.0
	37.0

	 
	
	
	
	
	

	TOTAL 
	237.0
	267.4
	295.5
	319.5
	360.3




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 158 Leisure and Personal Goods Retailer Sales by Type of Outlet: % Analysis 2002-2003 



% value
	
	2002
	2003

	Booksellers/stationers 
	21.4
	21.8

	Record/video games outlets 
	31.0
	30.8

	Toy retailers 
	29.7
	29.4

	Sports goods outlets 
	7.8
	7.8

	 
	
	

	Jewellers 
	10.0
	10.3

	TOTAL 
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 159 Retail Sales by Type of Outlet: % Growth 1999-2003 



%
	
	1999/2003
	2002/2003

	Booksellers/stationers 
	69.2
	14.6

	Record/video games outlets 
	42.3
	12.1

	Toy retailers 
	46.5
	11.5

	Sports goods outlets 
	69.4
	11.8

	 
	
	

	Jewellers 
	55.3
	15.5

	TOTAL 
	52.0
	12.8




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Retail distribution

65% of books and stationery goods are sold via specialty' stores. The retail sales of books and stationery goods in department store just occupied 15% in 2003. Grocery retailers such as supermarkets and convenience stores are another important selling channel for books and stationery goods. Most of the books and stationery goods sold via grocery stores consists of the smaller merchandises. Most of the big merchandises used by offices or for professional purposes can be only found in specialty store. 

For audio/video goods, 70% of the retail sales were through specialists in 2003. The audio/video market is very fragmented in China, with many independent stores operating in the market. Department stores account for only 10% of audio/video sales. This proportion is set to decrease as consumer increasingly turn to specialists for better variety and service. Another big part of the retail sales for audio/video goods was "Others" in 2003. The "Others" included many business type and alternative selling channels such as mobile and kiosks. There are many big foreign retailers in this industry with chain store operations such as MAYA. 

Retail sales of sports goods and equipment was also changing in the review period, with the share of department stores declining. At the end of 2003, share of retail sales of department stores on sports goods and equipment was at 25%. The proportion amounted to 15% five years ago. There were also 5% sales of sport goods and equipment through grocery retailers. The main grocery retailers includes hypermarket and supermarket retailers. Specialists store was still the king in this sector due to the professional services provided. 

In toys and games goods sector, department store shared 38% of retail sales in 2003 while specialists accounted for 50%. More than half of the specialist retailers are independents.

In the jewellery sector, retail sales of specialists accounted for 70% of the market. There are many famous chain stores in this industry. Domestic retailers such as Shanghai No.1 Group and Shanghai Yuyuan have a strong presence in the domestic market. Major foreign retailers include Zhou Sheng Sheng. 

Table 160 Retail Distribution of Leisure/Personal Goods Retailers' Core Products 2003 



% value
	
	Books/ stationery
	Audio/ video
	Sports goods/ equipm.
	Toys/ games
	Jewellery

	Durable Goods Specialists  
	65.0
	70.0
	55.0
	50.0
	70.0

	Department stores 
	15.0
	10.0
	25.0
	38.0
	15.0

	Grocery retailers 
	10.0
	5.0
	5.0
	2.0
	-

	Others 
	10.0
	15.0
	15.0
	10.0
	15.0

	 
	
	
	
	
	

	TOTAL 
	100.0
	100.0
	100.0
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Major specialist retailers and their fascia

The leisure and personal goods market is characterised by fragmentation. Shenzhen Baby City was the top toy chain store in China, with retail sales of RMB402.6 million in 2003. The retailer was also ranked first in the leisure and personal goods market. 

Shenzhen Baby City was first established in 1991 as a small local toy retailer. However, after twelve years of business expansion, it has 78 outlets in most of the major cities in China. About 70% of Shenzhen Baby City's toys are of medium quality. In 2001, the company launched its e-commerce programme as of its business expansion plan. Generally, Chinese toy retailers seldom have large-scale chain outlets like Shenzhen Baby City, and brand names are weak.

Beijing Wang Fu Jin New China Baby goods market, which belongs to Beijing Wang Fu Jin group, ranked second with RMB376.5 million yearly sales in 2003. 

Guangzhou Galaxy Electronics Co Ltd recorded retail sales of RMB300.5 million in 2003, making it the leading retailer in sales of record/video games. It was the first large-scale record/video games specialised retailer established in Guangdong Province. Since Guangdong is one of the richest provinces in China, the company quickly established itself as the regional market leader. In 2003, it had a total of 60 outlets in 13 of the big cities in Guangdong, such as Guangzhou, Shenzhen and Xiamen. The company hopes to reach its target sales of RMB1 billion in 2005.

Table 161 Major Leisure and Personal Goods Specialist Retailers and their Fascia 2002 



Outlets/RMB million
	
	Fascia(s)
	Outlets
	Sales

	Shenzhen Baby City 
	Baby City
	75
	354.3

	Beijing Wang Fu Jin New 
	
	
	

	China Baby Goods Market 
	Wang Fu Jin
	75
	338.5

	Beijing Ganglian Electrics 
	
	
	

	Centre  
	Ganglian
	47
	329.6

	Hangzhou Zhongxing 
	
	
	

	Audio Market 
	Zhongxing
	32
	229.0

	Guangzhou Gaoer Children's 
	
	
	

	Product Centre 
	Gaoer
	68
	310.5

	Shanghai Huaihai Adolescent 
	
	
	

	Goods Market 
	Huaihai
	62
	283.2

	Guangzhou Galaxy 
	
	
	

	Electronics Market 
	Galaxy
	63
	285.9

	Chong Qing Hengshen 
	
	
	

	Audio Facilities Centre 
	Chong Qing
	65
	290

	Shanghai Chuangyi 
	
	
	

	Electronics Market 
	Chuangyi
	31
	272.1

	Ningbo Shengma Market 
	Shengma
	48
	259.9

	Shanghai Zhongyuan Baby 
	
	
	

	Centre 
	Zhongyuan
	45
	240.0

	Beijing Bi Wei Yi Electronics 
	
	
	

	Market 
	Bi Wei Yi
	37
	236.0

	Shanghai Yukang Electronics 
	
	
	

	 
	
	
	

	Market 
	Yukang
	29
	218.6

	TOTAL 
	
	677
	3,647.6




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 162 Major Leisure and Personal Goods Specialist Retailers and their Fascia 2003 



Outlets/RMB million
	
	Fascia(s)
	Outlets
	Sales

	Shenzhen Baby City 
	Baby City
	78
	402.6

	Beijing Wang Fu Jin New 
	
	
	

	China Baby Goods Market 
	Wang Fu Jin
	75
	376.5

	Beijing Ganglian Electrics 
	
	
	

	Centre  
	Ganglian
	51
	368.4

	Hangzhou Zhongxing Audio 
	
	
	

	Market 
	Zhongxing
	35
	358.5

	Guangzhou Gaoer Children's 
	
	
	

	Product Centre 
	Gaoer
	70
	343.8

	Shanghai Huaihai Adolescent 
	
	
	

	Goods Market 
	Huaihai
	66
	312.8

	Guangzhou Galaxy 
	
	
	

	Electronics Market 
	Galaxy
	60
	300.5

	Chong Qing Hengshen 
	
	
	

	Audio Facilities Centre 
	Chong Qing
	66
	320

	Shanghai Chuangyi 
	
	
	

	Electronics Market 
	Chuangyi
	33
	299.6

	Ningbo Shengma Market 
	Shengma
	50
	290.0

	Shanghai Zhongyuan Baby 
	
	
	

	Centre 
	Zhongyuan
	48
	272.0

	Beijing Bi Wei Yi Electronics 
	
	
	

	Market 
	Bi Wei Yi
	40
	265.0

	Shanghai Yukang Electronics 
	
	
	

	 
	
	
	

	Market 
	Yukang
	31
	243.8

	TOTAL 
	
	703
	4,153.5




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Leading retailer market shares

In a fragmented sector, the market shares of leading retailers are very small compared with the total retail sales of the market. The market share of the leading retailer—Shenzhen Baby City was only 0.11% of the total market. Even the total market share of the top 12 leading retailers in leisure and personal goods market was less than 2% in 2003. The sheer size of the Chinese market is the main reason for the fragmentation. 

Table 163 Leading Leisure and Personal Goods Retailers Market Shares 2002-2003 



% value
	
	2002
	2003

	Shenzhen Baby City 
	0.11
	0.11

	Beijing Wang Fu Jin New China Baby Goods Market 
	0.11
	0.10

	Beijing Ganglian Electrics Centre  
	0.10
	0.10

	Hangzhou Zhongxing Audio Market 
	0.07
	0.10

	Guangzhou Gaoer Children's Product Centre 
	0.10
	0.10

	Shanghai Huaihai Adolescent Goods Market 
	0.09
	0.09

	Guangzhou Galaxy Electronics Market 
	0.09
	0.08

	Chong Qing Hengshen Audio Facilities Centre 
	0.09
	0.09

	Shanghai Chuangyi Electronics Market 
	0.09
	0.08

	Ningbo Shengma Market 
	0.08
	0.08

	Shanghai Zhongyuan Baby Centre 
	0.08
	0.08

	Beijing Bi Wei Yi Electronics Market 
	0.07
	0.07

	Shanghai Yukang Electronics Market 
	0.07
	0.07

	 
	
	

	Others 
	98.86
	98.85

	TOTAL 
	100.00
	100.00




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Trends and issues

The market for leisure and personal goods in the big cities such as Shanghai already has several foreign-operated department stores, such as Isetan (J.ISE) and Lane Crawford of Hong Kong, as well as hypermarkets like France's Carrefour S.A. (F.CAR) and cash and carry such as Germany's Metro AG (G.MTO). Several high-end boutiques have also opened stores downtown. 

To add to those offerings, Thailand's Charoen Pokphand Group (Q.CPO) opened a 13-storey, $335 million mall in the first half of 2003. Called Super Brand Mall, the shopping centre will be the largest in China. 

Shanghai will aim to increase the number of brands available to local shoppers, as well as to make its transportation system more convenient. The city government will help local department stores, such as Hualian and Lianhua, to compete head-on with foreign retailers, but there are no specific measures. The government also declined to set a timetable for the city to achieve its "shopping paradise" ambition. 

All of the above issues will have an impact on the future of leisure and personal goods market in China. 

Forecasts

Consumer expenditure on leisure and personal goods is expected to maintain a high growth of over 8% annually, in the forecast period. However the structure of the market will be influenced by some new trends. The market share also will be changed after the WTO agreement. 

With the further development of technology, demand for toys and games, photographic goods should increase in a stable manner. According to the market performance in the review period and the development trends, the retail sales of toys and games and photographic goods should grow at around 8% to 9% yearly between 2004 to 2006. After 2007, the growth should be a little bit higher to be over 10% yearly. The retail sales share of sports goods and equipment should keep on increasing in the following years. 

The retail sales of specialty stores will still be the major channel in the leisure and personal goods industry in China. According to the current increasing growth, retail sales of leisure and personal goods should reach 520 billion RMB in 2008. The growth should be over 44% in next 5 years.

Table 164 Forecast Leisure and Personal Goods Retailer Sales by Outlet Type 2003-2008 



RMB billion
	
	2003
	2004
	2005
	2006
	2007
	2008

	Booksellers/stationers 
	78.5
	84.0
	90.7
	98.4
	107.3
	117.5

	Record/video games outlets 
	111.0
	117.6
	125.8
	134.6
	144.7
	156.6

	Toy retailers 
	106.0
	113.4
	121.3
	131.0
	142.1
	154.9

	Sports goods outlets 
	28.0
	29.6
	31.7
	34.0
	36.6
	39.6

	Jewellers 
	37.0
	39.5
	42.5
	45.6
	49.1
	52.8

	 
	
	
	
	
	
	

	TOTAL 
	360.3
	384.1
	412.1
	443.8
	479.9
	521.4




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates
11.1 Food Retailers

Overview

Health concerns, an overiding factor

Health has increasingly been a deciding factor when it comes to choosing food items amongst local consumers. Low calorie, low sugar, natural ingredients, vitamin fortification has now been regarded as the market trend. 

In 2003, fruit and vegetables enjoyed strong growth rates of 11.8% and 12.1% respectively. While convenience is one of the main advantages of packaged foods, its lack of freshness is the main disadvantage. Although manufacturers have made efforts to incorporate healthy ingredients such as Vitamin C, or even fresh fruits such as in yoghurts, the lack of freshness is still a concern. The convenience factor is therefore the main factor still driving sales of packaged foods. 

Food quality regulations tightened

The Shanghai Bureau of Quality and Technical Supervision announced in December, 2003 that new measures for the quality standards of food in the city will be enforced. As of January 1st 2004, flour, oil, rice, soil source and vinegar without quality security (QS) authentication will be banned from the local market. The QS system, which was established in 2003, will expand in 2004 to include ten additional product categories: beverages, biscuits, canned foods, condiments, dairy products, frozen drink, frozen rice products, instant noodles, meat and puffy food

Consumer expenditure on food/beverages/tobacco/groceries

In a pattern that is typical of low-income countries, Chinese households spend a large proportion of their total budget on food—just over 33.9% of expenditure in 2003. The percentage is falling as incomes rise, however, and has been decreased from 34.7% of spending in 1999, which reflects that with the incoming level increasing, more and more parts of consumer expenditure will be away from foods even the absolute number may increase at the same time.

As a matter of national security, the government aims to cap bulk agricultural imports at just 5% of all food consumed in China. Given rising incomes, population growth, shrinking arable land and trade liberalisation, this target will be hard to meet. Under a WTO-related bilateral trade deal signed by China and the US in 1999, tariffs on agricultural imports will be cut to an average of 17% by 2004. Average tariffs will be even lower, at 14.5%, for US priority products such as wine, cheese, beef, citrus, pork and poultry. However, China's imports of agricultural products disappointed foreign traders in 2002 and Chinese exports of maize from large government stocks led to US complaints that China was subsidising grain exports.

Table 108 Consumer Expenditure on Food/Beverages/Tobacco/Groceries 1999-2003 


RMB million, current prices
	
	1999
	2000
	2001
	2002
	2003

	Food/Non-alcoholic beverages 
	
	
	
	
	

	Bread and cereals 
	27.6
	27.8
	29.1
	30.0
	28.2

	Meat 
	278.5
	273.7
	283.3
	287.7
	313.7

	Fish and seafood 
	98.1
	95.5
	100.1
	101.1
	111.3

	Milk, cheese and eggs 
	82.9
	83.3
	90.7
	91.9
	103.1

	Oils and fats 
	50.3
	44.2
	40.3
	39.0
	35.2

	Fruit 
	87.7
	84.4
	89.9
	91.4
	102.2

	Vegetables 
	132.7
	128.0
	133.1
	134.5
	150.8

	Sugar and confectionery 
	16.5
	16.2
	17.4
	17.7
	15.9

	Other food 
	543.0
	550.0
	595.6
	603.9
	585.0

	Coffee, tea and cocoa 
	10.2
	11.5
	12.1
	12.3
	14.0

	Mineral waters, soft drinks, fruit and 
	
	
	
	
	

	vegetable juices 
	14.4
	15.2
	15.8
	16.1
	17.5

	 
	
	
	
	
	

	Alcoholic drinks 
	
	
	
	
	

	Beer 
	11.0
	11.8
	11.6
	11.9
	12.7

	Spirits 
	8.5
	9.8
	10.4
	10.8
	12.3

	Wine and Other Drinks 
	18.1
	20.3
	21.3
	21.7
	23.0

	 
	
	
	
	
	

	Tobacco 
	63.3
	67.1
	71.1
	71.7
	76.6

	 
	
	
	
	
	

	TOTAL 
	1,442.8
	1,438.9
	1,521.9
	1,541.6
	1,601.4




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Sales by outlet type

Supermarkets, expanding further

Occupying the top position in food sales with 33% shares amongst the modern retail format in 2003, supermarkets are aggressively fighting to gain more market shares in China. Supermarket chains such as Lianhua and Hualian often hold weekly promotions, price discount and even offering free gifts with purchases to draw customers to their stores. TV advertisements are also used to publicise their weekly low-price guarantee special products. 

Where previously mainly packaged items were offered by supermarkets, increasingly fresh food items such as meat, eggs, fruits and vegetables have been spotted on the shelves in supermarkets to provide a more complete offering. Leveraging on its good reputation and one-stop service, supermarkets continue to diversify its offerings while expanding its retail outlets in and around China. Foreign players such as Carrefour have behaved aggressively to expand in major commercial cities in China. 

Supply Chain Management (SCM) modernising

As more foreign retailers set up operations in China, international standards of logistics have indirectly been introduced into the country. Central distrubution centres are now a common feature of chained supermarkets. In an effort to keep prices low, suppliers and manufacturers are often required to deliver their goods to the central distribution centre of supermarket chains. The chains will subsequently undertake the distribution to their own stores and will levy suppliers and manufacturers a delivery fee of 3-5% on the cost of goods. For certain premium products such as wine, spirits, the major supermarkets have begun to import them into the country directly to save on the extra layer of margin charged by importers.

Fresh food specialist still dominate other grocery retailers

Leveraging on its freshness, fresh food specialists have traditionally been the main suppliers of fresh fruits, vegetables and meats. Ranging from proper retail stores to road side stalls, the majority of consumers in China often turn to these retailers for their fresh produce supplies.

The traditional format for fresh food specialists in China is in the form of a large government regulated wet market. It is often a building with many stalls situated inside. As freshness is always guaranteed and lower prices, wet markets have thus been the mainstay where fresh produce is concerned. 

Convenience stores – any time and soft binding sales

Convenient stores accounts for approximately 3.5% share of total food sales in 2003. The main advantage is their 24 hours service for consumers to buy at any time. Binding sales is also a nomal sales promotion in convenience stores where consumers have the option of purchasing certain items at lower prices as a result of making a purchase at the store. Although squeezed by supermarkets, convenience store still demonstrated strong growth during review period. Being a fairly new concept in China, convenience store still have a lot of potential for growth as evidenced by the aggressive expansion by foreign retailers such as 7-11. With more and more working people stay out till late, the late opening hours offered by this format will certainly work to its advantage.

Table 109 Food Retailer Sales by Type of Outlet 1999-2003 



RMB billion
	
	1999
	2000
	2001
	2002
	2003

	Hypermarkets 
	96.3
	118.5
	142.3
	170.5
	200.8

	Convenience stores 
	61.4
	67.4
	73.5
	82.6
	92.1

	Supermarkets 
	623.5
	664.0
	721.0
	810.5
	875.4

	Other grocery retailers 
	1,028.8
	1,120.3
	1,263.0
	1,347.4
	1,450.3

	 
	
	
	
	
	

	TOTAL 
	1,810.0
	1,970.2
	2,199.8
	2,411.0
	2,618.6




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 110 Food Retailer Sales by Type of Outlet: % Analysis 2002-2003 



% value
	
	2002
	2003

	Hypermarkets 
	7.1
	7.7

	Convenience stores 
	3.4
	3.5

	Supermarkets 
	33.6
	33.4

	 
	
	

	Other grocery retailers 
	55.9
	55.4

	TOTAL 
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 111 Retail Sales by Type of Outlet: % Growth 1999-2003 



%
	
	1999/2003
	2002/2003

	Hypermarkets 
	108.5
	17.8

	Convenience stores 
	50.0
	11.5

	Supermarkets 
	40.4
	8.0

	 
	
	

	Other grocery retailers 
	41.0
	7.6

	TOTAL 
	44.7
	8.6




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Retail distribution

Grocery stores is still the main selling channel for food products. Compared to 10 years ago, many new retail formats have been launched in the grocery industry. Supermarket, hypermarket and convenience store are the retail formats in the China grocery industry. Chinese consumers are becoming very familiar with shopping in these stores as they enjoy the convenience and the higher degree of comfort in the shopping environment. 

Most of the retail sales of packaged food, household goods and disposable paper products have moved to the modern grocery retail formats from department stores. Department stores however is still one of the most important retail formats for Chinese consumer. In some big cities such as Shanghai and Beijing, many upper class department stores were launched in the review period. These department stores tend to offer high end brands, both local and international. For cosmetic and toiletries products, department store is still the first choice for Chinese consumers. 

In 2003, grocery stores shared almost 80% of the packaged food market, distributed to the different grocery retail formats. The situation is also similar for soft drinks and alcoholic drinks with independent stores accounting for the biggest share of approximately 66%. For household care and disposable paper products, the biggest share is held by supermarket/hypermarket. Department store accounts for 60.5% of sales for cosmetics & toiletries goods.

Table 112 Retail Distribution of Food Retailers' Core Products 2003 



% value
	
	PF
	SD 1
	AD
	HC 1
	DPP 1
	CT 1

	Grocery 
	-
	-
	-
	-
	-
	31.8

	- Supermarkets/hypermarkets 
	46.0
	22.2
	24.2
	78.1
	50.8
	-

	- Independent food stores 
	23.0
	66.5
	65.4
	13.0
	12.2
	-

	- Convenience stores 
	10.4
	4.0
	5.5
	1.1
	6.3
	-

	- Drinks retailers 
	-
	-
	2.5
	-
	-
	-

	 
	
	
	
	
	
	

	Chemists/Drugstores/Pharmacies 
	-
	-
	-
	-
	-
	1.7

	Department stores 
	-
	-
	-
	2.0
	-
	60.5

	Alternative channels 
	
	
	
	
	
	

	- Direct sales 
	-
	-
	-
	-
	-
	6.0

	 
	
	
	
	
	
	

	Others 
	20.6
	7.3
	2.4
	5.7
	30.6
	-

	 
	
	
	
	
	
	

	TOTAL 
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0




Source: Euromonitor IMIS
Notes: 1 2002 data 2003 data is provisional Totals may not sum due to rounding Key: PF = packaged food, SD = soft drinks, AD = alcoholic drinks, HC = household care, DPP = disposable paper products, CT = cosmetics & toiletries

Leading retailers and their fascia

In 2002 and 2003, most of the leading retailers were either supermarket and hypermarket retailers with chain outlet operations. In addition, the leading food retailers are also the leading retailers in the entire retailing industry in China. (Please see section 8). 

For most of the local department stores, the past 3 years has been gloomy. The recovery of Chinese economy and growth of total retail sales did not bring too much benefit to the traditional department stores. According to the national statistics data, the retailing industry in the past 10 years have kept a high average growth of 9.7%. However of late, most of the leading retailers were chained supermarket or hypermarket. Many local department stores experienced negative growths in 2002 and 2003. 

Shanghai No.1 department store which was ranked the top retailer in China for a long time has been overtaken by Shanghai Lianhua Supermarket. The Chinese media looked upon this as a signal that China retailing industry has entered the phase where chained operations are becoming the best way forward.

The chained supermarket industry has emerged as the new force in the China market. Growth of chained store retailers such as Shanghai Lianhua Supermarket, Shanghaii Nong-gong-shang Supermarket and Beijing Jingkerong Supermarket were over 50%. Beijing Wumei and Jiangsu Suguo supermarket recorded a growth of 169.6% and 159.3% respectively. 

Shanghai Lianhua Supermarket is still the largest food retailer with an annual sales of RMB 14.66 billion in 2002. Shanghai Lianhua Supermarket has over 1,700 outlets in 2002 although most of outlets have small sales areas. Shanghai Lianhua Supermarket expanded its business aggressively in 2003 where annual sales reached RMB 19.80 billion. 

Table 113 Leading Food Retailers and their Fascia 2002 



Outlets/RMB million
	
	Fascia(s)
	Outlets
	Sales

	Shanghai Lianhua 
	
	
	

	Supermarket 
	Lianhua
	1,702
	14,664.0

	Carrefour 
	Carrefour
	32
	10,643.6

	Shanghai Hualian Group 
	Shanghai Hualian
	1,210
	7,995.0

	Wal-Mart 
	Wal-Mart, Sam's club
	26
	7,768.8

	Shanghai Nong-gong-shang 
	Nong-gong-shang
	655
	6,552.0

	Jiangsu Suguo 
	Suguo
	845
	5,431.6

	Metro 
	Metro
	18
	4,377.1

	Little sheep 
	Little sheep
	460
	3,950.0

	 
	
	
	

	Beijing Hualian 
	Hualian
	20
	3,060.0

	TOTAL 
	
	5,865
	71,587




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 114 Leading Food Retailers and their Fascia 2003 



Outlets/RMB
	
	Fascia(s)
	Outlets
	Sales

	Shanghai Lianhua 
	
	
	

	Supermarket 
	Lianhua
	2,402
	19,796

	Carrefour 
	Carrefour
	40
	15,078

	Wal-Mart 
	Wal-Mart, Sam's club
	31
	11,204

	Shanghai Hualian Group 
	Shanghai Hualian
	1,560
	9,375

	Shanghai Nong-gong-shang 
	Nong-gong-shang
	1,050
	7,575

	Jiangsu Suguo 
	Suguo
	1,100
	7,393

	Metro 
	Metro
	21
	5,775

	Beijing Hualian 
	Hualian
	54
	4,524

	 
	
	
	

	Little sheep 
	Little sheep
	660
	5,600

	TOTAL 
	
	8,138
	95,621




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates

Leading retailer market shares

The large geographical spread of China meant that the retailing industry there is very fragmented. Market share of leading retailers as a result is very small. Shanghai Lianhua Supermarket for example is the leading retailer in China but controls a mere1.27% share of the market in 2003. 

The total retail sales of the top 10 leading food retailers only accounts for 6.31% of the total food retail sales. This proportion however has increased by over 1 percentage point over 2002. 

Little sheep is a domestic grocery speciality retailer from inner Mongolia. Little sheep opened 660 outlets in China at the end of 2003 and has been very well received by Chinese consumer with its special food taste. 

Table 115 Leading Food Retailers Market Shares 2002-2003 



% value
	
	2002
	2003

	Shanghai Lianhua Supermarket 
	1.08
	1.27

	Carrefour 
	0.87
	1.03

	Wal-Mart 
	0.59
	0.64

	Shanghai Hualian Group 
	0.60
	0.77

	Shanghai Nong-gong-shang 
	0.50
	0.52

	Jiangsu Suguo 
	0.42
	0.47

	Metro 
	0.39
	0.46

	Beijing Hualian 
	0.21
	0.29

	Little sheep 
	0.23
	0.39

	 
	
	

	Others 
	95.12
	94.17

	TOTAL 
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Trends and issues

Shanghai and Beijing has become the first choice of location for foreign retailers entering China. At the end of 2003, market share of foreign capital in Beijing was at 8.6% while in Shanghai it was at 8.9%. Additionally to facilitate rapid expansion, foreign retailers are actively merging with domestic retailers. 

The entrance of foreign retailers has placed serious competition on domestic players. In addition to being small, local players fell the inability to catch up with the new retailing concepts and strategies brought in by the foreign retail giants. The lack of capital is also an obstacle faced by the domestic players where expansion plans are concerned.

Supermarkets and hypermarkets have become major battlefields of food products as more large players enter the food retailing market. The food sales have been robust through supermarkets and hypermarket in 2003, at the expense of the traditional wet market. The convenience and comfort provided by supermarkets have been the major factors driving increased sales. In addition, the introduction of more fresh food items into supermarkets and hypermarkets has directly impacted on wet market sales.

Forecasts

Supermarkets will focus the competition on expanding their number of outlets, especially in the prime locations or residential areas to enjoy the customer traffic. As supermarkets still have a strong potential for growth, the strategy of major players to control larger market shares is to expand their outlets around China to gain a wide exposure. It is a period for investments in infrastructure and brand equity. Despite the already large base, supermarket sales are expected to increase by 46% over the forecast review period.

Table 116 Forecast Food Retailer Sales by Outlet Type 2003-2008 



RMB billion, constant 2003 prices
	
	2003
	2004
	2005
	2006
	2007
	2008

	Hypermarkets 
	200.8
	228.9
	262.1
	301.4
	345.4
	394.5

	Convenience stores 
	92.1
	101.0
	109.2
	116.2
	123.8
	131.4

	Supermarkets 
	875.4
	954.0
	1,018.3
	1,092.7
	1,177.9
	1,278.0

	Other grocery retailers 
	1,450.3
	1,537.3
	1,632.6
	1,731.0
	1,797.7
	1,869.6

	 
	
	
	
	
	
	

	TOTAL 
	2,618.6
	2,821.3
	3,022.2
	3,241.4
	3,444.8
	3,673.5




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Hypermarkets

Given the rapid pace of life in major cities in China, it is no surprise that the convenience factor has been, and will remain, a crucial driving force within the food market. This is especially the case for younger Hong Kong consumers, who are typically caught up in the rat race, with little time to prepare food or cook. 

Beneficiaries of this trend are expected to be supermarkets and hypermarkets since these consumers tend to have big purchase powers. Leveraged on its super scale, hypermarkets will enjoy the highest growth rate of almost 96% in retail sales from 2003 to 2008.

Table 117 Leading Hypermarket Retailers and their Fascia 2003 



Outlets/RMB million/%
	
	Fascia(s)
	Sales
	Outlets
	Share of subsector sales

	Carrefour 
	Carrefour
	15,078.0
	40
	13.3

	Wal-Mart 
	Wal-Mart, Sam's club
	11,204.0
	31
	9.9

	Metro 
	Metro
	5,775
	21
	5.1

	Beijing Hulian Group 
	Beijing Hualian
	4,524
	54
	4.0

	Shanghai Lianhua 
	Lianhua
	4,469
	42
	4.0

	Shanghai Nong-gong-shang 
	Nong-gong-shang
	1,610
	20
	1.4

	 
	
	
	
	

	TOTAL 
	
	42,660.0
	208.0
	37.8




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates

Supermarkets

Shanghai Lianhua Supermarket is by far the strongest chain in the field, with total retail sales in 2003 reaching RMB15.8 billion. It has close to 1,350 supermarket outlets, covering almost all major cities on the eastern coast of China. In 2000, it overtook the Shanghai No 1 Department Store as the leading retailer for the first time. Shanghai Lianhua merged with Hangzhou Jiajiale supermarket, the biggest chain supermarket in Zhejiang and Jiangsu provinces. It expanded the number of hypermarkets and reinforced its supermarkets via expansion of the retail sales area.

Shanghai Hualian Supermarket is Shanghai Lianhua Supermarket's closest competitor. Although its stronghold is in the northern parts of China, the retailer is determined to expand its presence nationwide during the forecast period in all the capital cities of China. Retail sales of Shanghai Hualian Supermarket amounted to about RMB9.5 billion in 2003, from 1,450 outlets.

Jiangsu Suguo Supermarket, an up-and-coming retailer, has strong development potential based on its existing outlets of about 1,020. Jiangsu Suguo Supermarket has gained a firm foothold in the Jiangsu regional market, and is penetrating aggressively into the markets in Anhui, Zhejiang and Jiangxi provinces. Its retail sales reached RMB7.91 billion in 2003.

Table 118 Leading Supermarket Retailers and their Fascia 2003 



Outlets/RMB million/%
	
	Fascia(s)
	Sales
	Outlets
	Share of subsector sales

	Shanghai Lianhua 
	Lianhua
	13,337
	1,350
	1.9

	Shanghai Hualian 
	Hualian
	7,980
	1,450
	1.1

	Jiangsu Suguo 
	Suguo
	6,644
	1,020
	0.9

	Shanghai Nong-gong-shang 
	Nong-gong-shang
	5,468
	650
	0.8

	 
	
	
	
	

	TOTAL 
	
	33,429
	4,470
	4.6




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates

Convenience stores

Convenient store has about 4.9% shares of total food sales in 2003. The main advantage is their 24 hours service for consumers to buy at any time. Binding sales is also a normal sales promotion in convenience stores at the consumer's option where other products can be bought at a cheap price when purchases are made at the store. 

Although squeezed by supermarkets wide exposure and low price, convenience still has the potential to grow given relatively short history in China. The gradual migration of consumer tastes to modern retailing formats alongside the continued demand for convenience are expected to work to the benefit of convenience store.

While it is dangerous to generalise, convenience stores may find it challenging to expand rapidly even though 7-Eleven stores appear to be performing healthily. This is because there are no regulations in China regarding opening hours, and when competition intensifies further, shops appear willing to open 24 hours a day, if necessary. Many already open over 13 hours a day, seven days a week. It should be noted that labour costs are a relatively small part of a retailer's costs compared to mature markets.

Furthermore, in terms of convenience, nobody does it better than the many small shops operated by unemployed workers in or near community centres. These 'reluctant' entrepreneurs are ready to work 15 hours a day, with the assistance of their families, and provide a delivery service. Something most Chinese convenience stores are unable to match.

Table 119 Leading Convenience Store Retailers and their Fascia 2003 



Outlets
	
	Fascia(s)
	Outlets

	Shanghai Lianhua 
	Quik
	1,010

	Shanghai Nong-gong-shang  
	
	

	Supermarket 
	Alldays
	600

	Shanghai Liangyou 
	Liangyou convenience
	300

	 
	
	

	Lawson 
	Lawson
	150

	TOTAL 
	
	1,840




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Small grocery retailers

Most of the small grocery retailers are independents street stores. Some of the small grocery retailers' outlets are mobile and kiosks. But the market share of small grocery retailers is significant due to the high number of outlets. In 2003, the total grocery retail sales in China was RMB 1,450 billion. Sales is expected to remain significant in the forecast period. 
11.2 Health and Beauty Products Retailers

Overview

China has been among the most sought-after markets in Asia

Following China's 2002 entry to the World Trade Organization (WTO), manufacturers have been competing to take advantage of China's inexpensive resources and the relatively untapped demand of the country's 1.3 billion customers. This emergent market is especially attractive for foreign investors dealing with demand slowdown in many of their existing markets. 

The Chinese health and beauty products market reached sales of RMB 215 million in 2003. In the '70s, China only had roughly 50 personal care manufacturers. Today, the number has increased to more than 5,000, including more than 1,000 joint ventures and wholly foreign-- owned companies. Consequently, international brands have flourished. Four out of the five top facial skin care brands in China are international brands. However, local brands are starting to gain popularity by offering a larger pack size format. 

Given that the wide space in China and the population, retailing channels and marketing promotions have been more and more important for major players in China. L'oreal has invested about 10% of its global to build up its strong distribution channel and brand image around China since 1997, but the sales accounted for only 1% in its global ones till 2003. Given the wide space in China and the unbalanced economy development levels in different cities, health and beauty products retailing is still regarded one of the most important way to improve to boost profits.

Consumer expenditure

With more and more health conscious local consumers, consumer expenditure on health and beauty goods grew vibrantly by 45.1% in current value in between 1999 to 2003. The personal hygiene and cosmetics articles specifically registered a high growth of 9.8% in 2003 compared with only 5% in 2002, which was driven by the concerns of SARs in some areas of China. 

During March to June, 2003, the SARs virus attacked China, mainly in Guangzhou, Beijing and Hong Kong. Local consumers became much health-conscious and took to wearing face masks, regularly washing their hands to avoid the possibilities of virus infection. Furthermore, central government and local bureaus required local consumers to wash hands after touching public areas, before dinner by liquid soap, and have a bath after going out to public areas to maintain high standards of personal hygiene. Liquid soap sales grew significantly during 2003, especially during the SARs infected period to register a growth of more than 10% in sales value in 2003. Body wash/shower gel also benefited from the whole city's hygiene action. 

Not surprisingly, Shanghai, Beijing and Guangdong topped the list of average urban spending. On the other end of the spectrum, seven of China's 31 provinces and municipalities spend even less than Hainan, which is one of the poorest provinces in China. What is immediately apparent about the ranking of urban spending by province is that it is misleading: Dalian in Liaoning, for example, is a relatively well-off city, which on its own would sit much higher on the list than does the province as a whole.

Table 120 Consumer Expenditure on Health and Beauty Products 1999-2003 


RMB billion, current prices
	
	1999
	2000
	2001
	2002
	2003

	Pharmaceutical Products, Medical 
	
	
	
	
	

	Appliances and Equipment 
	87.5
	109.3
	117.6
	126.3
	132.4

	Personal Hygiene and Cosmetics 
	
	
	
	
	

	Articles 
	132.6
	139.2
	159.6
	170.2
	186.9

	 
	
	
	
	
	

	TOTAL 
	220.1
	248.5
	277.2
	296.5
	319.3




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Sales by outlet type

Independents occupy the largest share of retail outlets

Independents ranked first in the sales of health and beauty products in 2003 with 62% of total health and beauty sales. This is followed by multiples with about 38% shares in 2003. In most areas of China, multiples are still in the process of development. Its growth potential was significant during the review period given its small base and the market demand for retail stores that offer a wide range of good quality products at competitive prices in China.

Independent stores have existed in China for several decades and with the largest quantity of outlets around China with different scales. Local consumers have been accustomed to buying health and beauty products from independents stores near home. 

Table 121 Health and Beauty Product Retailer Sales by Type of Outlet 1999-2003 



RMB million
	
	1999
	2000
	2001
	2002
	2003

	Health and Beauty specialists 
	
	
	
	
	

	- Multiples 
	39.7
	51.7
	61.0
	68.3
	81.8

	- Independents 
	119.0
	120.5
	123.8
	126.8
	133.4

	 
	
	
	
	
	

	TOTAL 
	158.7
	172.2
	184.8
	195
	215.2




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 122 Health and Beauty Product Retailer Sales by Type of Outlet: % Analysis 2002-2003 



% value
	
	2002
	2003

	Health and Beauty specialists  
	
	

	- Multiples 
	35.0
	38.0

	 
	
	

	- Independents 
	65.0
	62.0

	TOTAL 
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 123 Retail Sales by Type of Outlet: % Growth 1999-2003 



%
	
	1999/2003
	2002/2003

	Health and Beauty specialists 
	
	

	- Multiples 
	106.1
	19.8

	 
	
	

	- Independents 
	12.1
	5.3

	TOTAL 
	35.6
	10.4




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates

Retail distribution

Department stores operate more like landlords

The department stores tend to operate more like landlords than retailers. Most do not purchase any of their own stocks of cosmetics and toiletries but lease their floor space to local distributors of branded cosmetics to operate as concessionaires. They charge between 20 and 30% of the lessees' sales turnover as rental. 

L'Oreal is the premium of mass brands. It has a number of beauty products and really needed its own space to bring alive the brand. It has lots of stands in multiples, which really express the brand through the concept of beauty. 

Department stores ranked No.1 in cosmetics sales with about 60.5% and in healthcare sales with 41.9% in 2003.

Grocery retailers compete for mass & on price

Given that the supermarkets characteristics for self-service and lower price, health and beauty products sold in supermarkets/hypermarkets are mostly the mass brands. In baby care and hair care, supermarkets tried to allocate designated areas for these products and execute promotions such as price discounts, free gifts, better visual displays, etc to boost sales. With the wide exposure around China, the distribution of mass health and beauty products such as baby care and hair care through supermarkets witness strong growth during review period. 

Grocery stores as a result is the second most important retail channel for cosmetics & toiletries products with about 31.8% shares and a 39.7% for OTC products in 2003. Supermarkets have the strongest position in disposable paper products sales with 50.8% shares of total retail sales in 2003.

Chemists/drugstores/pharmacies – potential market to expand

Products sold via chemists/ drugstores /pharmacies tend to convey an image related to health and wellness. This is something that certainly cannot be achieved at department stores, discount-cosmetic chains or supermarkets. In chemists/ drugstores /pharmacies, brands can better control their image and convey the intended message directly to customers. Vichy from Loreal is one of such cosmetics brand trying to expand sales through this channel. Its brand image is professional and medical, especially for those skins with problems. Sales of cosmetics and toiletries products is still niched via chemists/ drugstores /pharmacies with only 1.7% share in 2003. The potential for growth however should not be underestimated. 

Table 124 Retail Distribution of Health and Beauty Product Retailers' Core Products 2003 



% value
	
	Cosmetics & Toiletries 
	Over-The- Counter Healthcare
	Disposable Paper Products

	Grocery 
	31.8
	39.7
	-

	- Supermarkets/hypermarkets 
	-
	-
	50.8

	- Independent food stores 
	-
	-
	12.2

	- Convenience stores 
	-
	-
	6.3

	Chemists/ Drugstores /Pharmacies 
	1.7
	15.5
	-

	Healthfood shops 
	-
	1.3
	-

	Department stores 
	60.5
	41.9
	-

	- Direct sales 
	6.0
	-
	-

	 
	
	
	

	Others 
	-
	1.6
	30.6

	TOTAL 
	100.0
	100.0
	100.0




Source: Euromonitor IMIS
Note: Totals may not sum due to rounding

Major specialist retailers and their fascia

Natural Beauty has 1,200 China-based stores but they are mainly franchised operations. H201 has bought controlling stakes in 25 major stores, and it will likely continue to acquire with the proven successes from among its franchises to enhance margins and to tighten quality controls. Its products are mid to high end in the cosmetics and toiletries sector. Unlike MNCs such as L'Oreal and Estée Lauder who mostly sell their products through dedicated counters at department stores, Natural Beauty sells its products via its own beauty centres.

The total retail sales of Natural Beauty in 2002 and 2003 are not available due to its franchising system. But from its 1,200 outlets in 2003 and the business in general, it is very likely that it is a significant player in health and beauty products retailing. 

Due to the lack of information from Natural Beauty, Chong Qing Peace Pharmacy has been ranked the largest domestic retailer for health and beauty products in 2002 and 2003 for the purpose of this study. At the end of 2003, Chong Qing Peace Pharmacy realized retail sales of RMB736.9 million, and opened 642 outlets in China market. The company's major business region is in Sichuan province. In 2003, the company expanded its business range to the other nearby provinces, which stimulated its retail sales in 2003. 

Nanjing Baixing Great Pharmacy had retail sales of RMB315.8 million in 2003, while Beijing Tong Ren Tang Pharmacy reaped in RMB242.1 million sales in the same year. Another large chemist/druggists in China was Shanghai Great Pharmacy, with total retail sales of RMB225.7 million. All three are strong pharmaceutical companies with a long history and a good trade reputation.

Beijing Tong Ren Tang Pharmaceutical Co was officially established in 1992. By 2000, the Group's total assets amounted to RMB2.3 billion, and it was listed among the top 500 Chinese enterprises since 1993. Supported by a 330 year-old brand name, and superior technical strengths in Chinese medicine, the Group aggressively expanded its business in all the major cities of China, including northwest China. While maintaining its leading role in the sales of Chinese medicine, Beijing Tong Ren Tang Pharmaceutical Co is also actively investing in the research and development of modern and high-tech medicines.

The future development of pharmacy stores looks promising. Since China has a huge population and an ageing population structure, the retail sales of drugs is expected to increase quickly. However, unlike supermarkets and department stores, the expansion of chain pharmacy stores is still restricted by the trade administration due to the special nature of the goods. In addition, some supermarkets and department stores have started to sell some common medicines and health supplements as well, putting themselves in direct competition with the traditional medicinal halls.

Table 125 Leading Health and Beauty Products Specialist Retailers and their Fascia 2002 



Outlets/RMB
	
	Fascia(s)
	Outlets
	Sales

	Chong Qing Peace Pharmacy 
	Peace
	558
	640.8

	Nanjing Baixing Great 
	
	
	

	Pharmacy 
	Baixing
	182
	279.5

	Shenzhen Wanze Pharmacy 
	Wanze
	131
	242.6

	Beijing Zhang Chu Tang 
	
	
	

	Pharmacy 
	Zhang Chu Tang
	123
	230.7

	Hunan Jiu Zhi Tang 
	Jiu Zhi Tang
	230
	220.6

	Beijing Tong Ren Tang 
	
	
	

	Pharmacy 
	Tong Ren Tang
	155
	210.5

	 
	
	
	

	Shanghai Great Pharmacy 
	Shanghai Great Pharmacy
	130
	191.3

	TOTAL 
	
	1,509
	2,015.9




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 126 Leading Health and Beauty Products Specialist Retailers and their Fascia 2003 



Outlets/RMB
	
	Fascia(s)
	Outlets
	Sales

	Chong Qing Peace Pharmacy 
	Peace
	642
	736.9

	Nanjing Baixing Great 
	
	
	

	Pharmacy 
	Baixing
	206
	315.8

	Shenzhen Wanze Pharmacy 
	Wanze
	147
	271.7

	Beijing Zhang Chu Tang 
	
	
	

	Pharmacy 
	Zhang Chu Tang
	138
	258.4

	Hunan Jiu Zhi Tang 
	Jiu Zhi Tang
	267
	255.9

	Beijing Tong Ren Tang 
	
	
	

	Pharmacy 
	Tong Ren Tang
	178
	242.1

	 
	
	
	

	Shanghai Great Pharmacy 
	Shanghai Great Pharmacy
	153
	225.7

	TOTAL 
	
	2,931
	2,306.5




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Leading retailer market shares

The health and beauty industry in China is characterised by severe fragmentation due to large size of the whole country. Total market share of the top 7 leading retailers was less than 2% of the market in 2003. China is a big country with huge population which made it very promising in health and beauty goods. In the different consumer age groups, those age between 18 to 38 are the main targets of this market. 

Table 127 Leading Health and Beauty Retailers Market Shares 2002-2003 



% value
	
	2002
	2003

	Chong Qing Peace Pharmacy 
	0.3
	0.3

	Nanjing Baixing Great Pharmacy 
	0.1
	0.1

	Shenzhen Wanze Pharmacy 
	0.1
	0.1

	Beijing Zhang Chu Tang Pharmacy 
	0.1
	0.1

	Hunan Jiu Zhi Tang 
	0.1
	0.1

	Beijing Tong Ren Tang Pharmacy 
	0.1
	0.1

	Shanghai Great Pharmacy 
	0.1
	0.1

	 
	
	

	Others 
	99.0
	98.9

	TOTAL 
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Trends and issues

For health and beauty products, the sector is very fragmented due to the large number of players in this market. Most of the health and beauty goods were sold through grocery stores, department stores and speciality store such as pharmaceuticals.

In China, the most popular franchised store is Natural Beauty, with over 1,200 outlets opened at the end of 2003. In light of the changes taking place in the retail industry, independents are looking to grow to become chain stores in order to be more competitive. 

Forecasts

Aging population & health conscious to boost the needs for healthcare products

Economic development and the state's population policy have had a significant impact on the age composition of the population. The one-child policy, instituted in the 1970s, has meant that while children make up a shrinking proportion of the population (at least in urban areas), their choices are important. At the other end of the spectrum, improved nutrition and healthcare have meant that, as elsewhere in Asia, China is faced with the challenge of caring for an ageing population. Official statistics indicate that Chinese aged 65 and above now make up almost 7% of the country's population.

The need for healthcare products is estimated to grow with the aging population and local consumer health conscious. 

Economy development boosts the sales of cosmetics

Cosmetics defy conventional wisdom when it comes to discretionary spending in a recession. People do not give up facial make up and in tough times, people need to feel better and add a little affordable spice. 

Even with the negative impact from Sars in 2003, sales of cosmetics still registered a significant growth in China. With ladies having more and more pocket money for shopping, cosmetics may be the last thing that women will give up in the world. 

Grocery & Department stores still be the mainstream

Grocery and department stores will still be the mainstream in health and beauty products sales during 2003 to 2008 accounting for more than 50% in total. 

Leveraging on their competitive pricing, grocery will capture most of the shares from mass products targeting at the majority of consumers in China. Department stores, especially the foreign owned ones will continue to offer a diversified range of mass and high-end products, thus catering for the different market segments. However, with the stronger expected performance and proliferation of supermarkets, sales of health and beauty products via this retail format is forecasted to be boosted.

With improvements in disposable incomes, Chinese consumers are likely to place more emphasis on their health. Based on the big population of China, the health and beauty products should have a high and stable growth in the next 5 years. Market performance in the review period and the forecast from national stat bureau indicate that growth of both multiples and independents should keep a double digit in the next 5 years. At the end of 2008, total retail sales of health and beauty products is expected to reach RMB 300 billion. 

Table 128 Forecast Health and Beauty Products Retailer Sales by Outlet Type 2003-2008 



RMB million, constant 2003 prices
	
	2003
	2004
	2005
	2006
	2007
	2008

	Health and Beauty specialists 
	
	
	
	
	
	

	- Multiples 
	81.8
	88.3
	96.3
	104.4
	112.7
	120.6

	- Independents 
	133.4
	142.4
	151.6
	161.2
	170.8
	180.7

	 
	
	
	
	
	
	

	TOTAL 
	215.2
	230.7
	247.9
	265.5
	283.5
	301.3




Source: Euromonitor
11.3 Clothing and Footwear Retailers

Overview

The rapid growth of sales supported by strong market demand

The rapid growth of China's clothing and footwear industry continued throughout 2003 with a growth rate of 32.4% over the review period. Moreover, the ratios of production volume to sales volume in each of year 2003's first three quarters were close to 100 percent -- 105.1 percent, 101.1 percent and 99.8 percent respectively. That indicates there was strong market demand. The prosperous domestic clothing market, in particular, contributed most to the industry's boom. The discounts and price cuts, however, have stimulated market demand. Nearly 50 percent of Chinese consumers prefer to make purchases when discounts are offered, especially when the seasons change. 

However, prices are no longer consumers' prime concern when making purchases, as more people have greater brand awareness. Many second-rate foreign brands have rushed into China in recent years. Meanwhile, the selection of domestic clothing brands has skyrocketed. Various regions of China have fostered their own, renowned brands. While Ningbo and Wenzhou, two booming cities in East China's Zhejiang Province, boasts best-selling men's clothes, ZhongShan, in South China's Guangdong Province, is well-known for its leisure apparel. In terms of women's clothing, the best sellers are from Hangzhou, in East China's Zhejiang Province, and Beijing. However, some segmented markets, with less competition, have yet to establish dominant brands. For example, the top 10 brands of ladies' underwear and long underwear command a 70-percent-plus market share. In contrast, the top 10 brands of ladies' clothing hold only 15 percent of the segmented market. 

In addition to the traditional sales channels, which include department stores, chain stores and rural fairs, consumers can also purchase clothes at trade centres, over the television, via e-commerce or through the mail. Although department stores remain the most important sales channel of brand-name clothing, chain stores and franchised stores have developed rapidly in China. In particular, sales volumes of some men's brands and leisure brands, sold in chain stores, have increased as much as 30 percent annually. 

Consumer expenditure

Clothing and footwear consumption in China grew at an annual rate of 13.7% in 2003 over 2002 supported by an increase in consumers' income. Moreover, the preference of consumers has been changing from price to quality in recent years. However, the price competition is expected to decrease in 2004 because consumers in urban areas have begun to purchase higher priced fashionable items. Chinese consumers are beginning to enjoy fashion in association with an increase in purchasing power. 

China's population is expected to reach 1.32 billion in 2005, and 1.4 billion in 2015. As more rural residents become city dwellers, under China's urbanization scheme, the country's clothing consumption will rise. Urban residents on average spend 3.7 times more than rural residents on clothing. Beginning in 2010, about 20 million farmers will migrate to cities each year. The vast market potential, in terms of seniors and rural residents, has yet to be tapped. Although China has more than 300 million people, nearly one-fourth of its population, which is beyond 45 years old, does not have an adequate selection of clothes. Chinese farmers' purchasing power has grown substantially in recent years, and young farmers, in particular, prefer to spend more on clothing. But poorly knit clothes and out-of-date fashions seem to be the only available clothing items available in rural areas. China's rural clothing market, which is still developing, is expected to generate huge profits, provided wholesalers and retailers find new suppliers to cut prices. The underwear segment is also promising, as more people are starting to enjoy better lifestyles.

Table 129 Consumer Expenditure on Clothing and Footwear 1999-2003 


RMB billion, current prices
	
	1999
	2000
	2001
	2002
	2003

	Clothing 
	270.4
	275.1
	304.9
	323.3
	354.3

	Footwear 
	58.5
	58.0
	60.7
	62.5
	66.2

	 
	
	
	
	
	

	TOTAL 
	328.8
	333.1
	365.6
	385.8
	420.5




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Sales by outlet type

The interesting thing for total clothing retail sales is that in 1999, the retail sales share of independents was much higher than the share of multiples, which was 65% compare with 35%. With the rapid development of multiples, the retail sales share of multiples was keeping on increasing with a high growth. To the end of 2003, the retail sales of multiples equal to the sales of specialists by 50:50. Through flexible business organisation forms such as franchising and etc, multiples retailers increased very fast in the review period, especially for the foreign retailers such as Esprit, Giordano. 

The market for footwear is similar to that of clothing whereby market share of specialists and multiples is changing, with specialists losing market share to the multiples. In 1999, footwear specialists had 65% of the total footwear market as measured by sales, which declined to 50% by 2003. 

Table 130 Clothing and Footwear Retailer Sales by Type of Outlet 1999-2003 



RMB million
	
	1999
	2000
	2001
	2002
	2003

	Clothing & Footwear specialists 
	
	
	
	
	

	- Multiples 
	42.14
	55.28
	67.545
	77.55
	91.6

	- Independents 
	78.26
	82.92
	82.555
	87.5
	91.4

	 
	
	
	
	
	

	TOTAL 
	120.4
	138.2
	150.1
	165.0
	183.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 131 Clothing and Footwear Retailer Sales by Type of Outlet: % Analysis 2002-2003 



% value
	
	2002
	2003

	Clothing & Footwear specialists 
	
	

	- Multiples 
	46.9
	50.1

	 
	
	

	- Independents 
	53.1
	49.9

	TOTAL 
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 132 Retail Sales by Type of Outlet: % Growth 1999-2003 



%
	
	1999/2003
	2002/2003

	Clothing & Footwear specialists 
	
	

	- Multiples 
	117.4
	18.1

	 
	
	

	- Independents 
	16.8
	4.5

	TOTAL 
	52.0
	10.9




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Retail distribution

Department stores still account for the major shares

Department stores hold the largest shares in sales of clothing/footwear in almost every subsector under clothing/footwear except in children's wear. For clothing/footwear sales, display is very important for consumers to know a product within a limited time, which may require for space. Department stores stand as the major places for local consumers to buy clothing/footwear with a wide space, products offerings in a comfortable environment. Especially for women's wear and fashion accessories, department stores registered about 49% and 50% shares of the specific subsector sales respectively in 2003.

For children's wear, many parents tend to buy cheap clothing to save on costs since children tend grow up fast and thus regularly require new sets of clothes. Clothing/footwear specialists account for the largest shares in children's wear with about 45% in 2003.

Table 133 Retail Distribution of Clothing/Footwear Retailers' Core Products 2003 



% value
	
	Menswear
	Womens- wear
	Childrens- wear
	Footwear
	Fashion acces- sories

	Clothing/Footwear specialists 
	
	
	
	
	

	- Multiples 
	15.2
	18.0
	21.6
	16.6
	11.2

	- Independents 
	23.8
	22.0
	23.4
	15.4
	8.8

	Department stores 
	45.0
	49.0
	35.0
	45.0
	50.0

	Grocery retailers 
	5.0
	2.0
	7.0
	8.0
	12.0

	Others 
	11.0
	9.0
	13.0
	15.0
	18.0

	 
	
	
	
	
	

	TOTAL 
	100.0
	100.0
	100.0
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Major specialist retailers and their fascia

There are a significant amount of large foreign mass/upper mass retailers who have been aggressively expanding in China. The typical foreign clothing and footwear retailers include Esprit, Giordano, Texwinca and Glorious Sun. Most of these foreign retailers established their plants in China to take advantage of the low labour costs. Approximately 40% of the merchandise are exported.

Table 134 Major Clothing and Footwear Specialist Retailers and their Fascia 2002 



Outlets/RMB million
	
	Fascia(s)
	Outlets
	Sales

	Jiangsu Changshu 
	
	
	

	Commodities Market 
	Changsu
	176
	4,344.4

	Zhejiang Cixi Clothing Market 
	Cixi
	153
	2,905.6

	Zhang Jiagang Miaoqiao 
	
	
	

	Woollen Wear Market 
	Miaoqiao
	136
	2,242.6

	Dongguan Humen Fumin 
	
	
	

	Commercial Centre 
	Humen fumin
	160
	1,827.9

	Esprit 
	Esprit
	510
	1,733.8

	Texwinca 
	Baleno
	637
	1,488.6

	Taiyuan Garment Market 
	Garment
	186
	1,466.7

	Jeans West Exclusive Store 
	Jeanswest
	160
	1,378.0

	Giordano 
	Giordano, Blue Navy
	466
	1,256.8

	Xuebao Leatherwear Store 
	Xuebao
	204
	1,155.1

	Glorious Sun 
	Glorious Sun
	483
	1,100

	Strawman Exclusive 
	
	
	

	 
	
	
	

	Garment Store 
	Strawman
	165
	1,039.5

	TOTAL 
	
	3,436
	21,939




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Table 135 Major Clothing and Footwear Specialist Retailers and their Fascia 2003 



Outlets/RMB million
	
	Fascia(s)
	Outlets
	Sales

	Jiangsu Changshu 
	
	
	

	Commodities Market 
	Changsu
	217
	5,126.3

	Zhejiang Cixi Clothing Market 
	Cixi
	173
	3,196.1

	Zhang Jiagang Miaoqiao 
	
	
	

	Woollen Wear Market 
	Miaoqiao
	158
	2,668.7

	Esprit 
	Esprit
	480
	2,058.6

	Dongguan Humen Fumin 
	
	
	

	Commercial Centre 
	Humen fumin
	184
	1,987.0

	Texwinca 
	Baleno
	720
	1,785.6

	Taiyuan Garment Market 
	Garment
	210
	1,609.0

	Jeans West Exclusive Store 
	Jeanswest
	169
	1,517.2

	Giordano 
	Giordano, Blue Navy
	533
	1,382.5

	Glorious Sun 
	Glorious Sun
	553
	1,300.6

	Xuebao Leatherwear Store 
	Xuebao
	235
	1,293.7

	Strawman Exclusive 
	
	
	

	 
	
	
	

	Garment Store 
	Strawman
	177
	1,101.9

	TOTAL 
	
	3,809
	25,027.2




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Leading retailer market shares

Similar with most of the other consumer markets, the clothing and footwear market is characterised by fragmentation with the market share of leading retailers being very small when compared to the total retail sales. The leading clothing/footwear retailer, Jiangsu Changshu Commodities market captured only 1.1% of the clothing/footwear market. 

The total market share of the top 10 leading retailers amounted to just 4.5% in 2003. In 2004, with the open policy after WTO, the market share of foreign retailers is expected to grow significantly.

Table 136 Leading Clothing and Footwear Retailers Market Shares 2002-2003 



% value
	
	2002
	2003

	Jiangsu Changshu Commodities Market 
	0.99
	1.09

	Zhejiang Cixi Clothing Market 
	0.66
	0.68

	Zhang Jiagang Miaoqiao Woollen Wear Market 
	0.51
	0.57

	Esprit 
	0.40
	0.44

	Dongguan Humen Fumin Commercial  
	0.42
	0.42

	Texwinca 
	0.34
	0.38

	Taiyuan Garment Market 
	0.34
	0.34

	Jeans West Exclusive Store 
	0.31
	0.32

	Giordano 
	0.29
	0.29

	Glorious Sun 
	0.25
	0.28

	Xuebao Leatherwear Store 
	0.26
	0.27

	Strawman Exclusive Garment Store 
	0.24
	0.23

	 
	
	

	Others 
	94.99
	94.68

	TOTAL 
	100.0
	100.0




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 

Trends and issues

China could be the global low-cost provider of apparel

The American Textile Manufacturers Institute (ATMI) estimates that China is likely to receive 65-75% of the US apparel and textile market, it currently has a 16% share of imports in protected apparel categories and a 12% share of imports in protected textile categories. China, positively flush with low-cost labour and production facilities, and a devalued currency could easily become the low-cost provider of apparel globally.

Removal of quota to dramatically increase Chinese apparel production

While current apparel production in China exists with "outward processing arrangements" in which countries import goods from China and finish them in their own country. This allows the exporting country to confirm origin in their own country and not in China. 

However, with the removal of the quota, it is anticipated that total production will occur in China similar to the shoe, electronics and toy industries.

A World Bank study foresees China supplying nearly half of global exports in apparel by 2006 as trade barriers are progressively removed, compared with about 15 % in 1997. The ATMI also studied the impact of the removal of Quota restrictions on 29 apparel categories.

In January 2001, China's import of one category, brasseries, for example increase by 250%, with declines in the countries of other suppliers while China's supply infant apparel rose 826%.

These indirectly are expected to boost local consumption a greater variety of products get introduced into the market as local production capabilities becomes more sophisticated due to the global demand.

Forecasts

Multiples is expected to be the king of the retail sales in this market in the next 5 years. The sales share of multiples in 2003 of clothing and footwear goods was 50%, equal to that of independents. This is expected to increase to 54% in 2008 as consumers get more exposed to brands of chained stores with increasing entry of both foreign and new local players. Independents however will still continue to be an important outlet type as consumers seek variety and unique designs normally offered by independents. 

Many Chinese consumers prefer to shop in speciality stores for clothing and footwear since speciality store can provide services such as fashion advice. The retail sales of specialty store will keep a stable yearly growth of 6% to 9% in the next 5 years.

China will soon become the world's largest manufacturing base if it is not already the largest. This has resulted in a substantial re-rating of some of its leading manufacturers and consumption plays between 2002 and 2003, which is the post-WTO period for China. It shows clearly the re-rating of textile machinery and fabric producers in China.

China's production growth in 2003 lagged behind overseas demand

The World Bank is forecasting US$105bn total textile and clothing exports from China in 2005. This translates into a CAGR of 30% for China's clothing exports over the next three years. Compared to this, the reported total output growth of 14.1% in 2002 for China's textile industry looks decidedly low. There is a great deal of room for China's output growth to accelerate in the next 2-3 years in order to meet world demand. China's textile companies are expected to deliver at least 30% turnover growth in 2005 assuming that their market share remains intact and that their capacity keeps pace with the rapid surge in product demand. Historically, fixed asset investment (FAI) in the industry in China has grown in tandem with the industry's export growth. As a result, the textile industry in China expects its FAI to chalk up 49% CAGR over the next three years in order to meet product demand.

China on the world stage for textile and clothing

Trade restrictions on textile and clothing among WTO members were eliminated in stages starting from 1995. China began to benefit from freer trade in 2002 when it joined the WTO. Quotas imposed on upstream merchandise such as yarn and fabric and the trading of simple textile products were mostly eliminated in the third stage of trade integration in 2002, but trade liberalisation for clothing was largely postponed until the last stage of integration which starts in Jan 05.

Concentrating on high-end fabric and fashion manufacturing, the EU is the world's top clothing exporter, accounting for 24.1% of global trade in 2001. China came in second, accounting for 18.8% of world trade in terms of export value. The sharp jump in market share from 4% in 1980 to almost 19% in 2001 represented an impressive 13% CAGR in clothing exports since 1990 – this was despite an overall decline in world trade in clothing since 2000 and the continuing garment quotas for China. The country delivered a 12.4% increase in clothing exports in 2002.

According to the retail market performance of clothing in the past 5 years and the forecast data from national stat bureau, the growth of clothing goods is expected to be stable and high with an index near 10% yearly. The CAGR of clothing goods should be around 9.5%.

China footwear manufacture industry should keep on developing

China needed only 10 years to become the biggest export/import country of footwear goods, especially after the entry of WTO, China footwear industry has showed its strong develop trends further. 

There are four major production bases in China: Guangdong province and three cities called Jinjiang, Shishi and Futian in Fujian province. There are also many new footwear production bases such as Heshan city are under construction. In the next 5 years, the China footwear production industry should have bigger development. 

The retail sales of footwear goods in domestic market should have a stable growth with a CAGR of 8.5% in the next 5 years with a big population base of 1.3 billion. 

As one of the financial centre of the world, Shanghai has around 13 million population at the end of 2003. This figure is set to increase as further economic development will attract more foreigners and outlanders into Shanghai. At the end of 2010, the government forecast that the entire population of Shanghai will reach 20 million, which will bring bigger requirement on clothing and footwear goods. All these reasons pushed the rapid development on the retail sales of household goods and home furniture. 

The clothing and footwear goods industry expanded its retail sales with a high growth rate over the historical review period. At the end of 2008, retail sales is expected to reach RMB220 million, an increase of 20% over the review period of 2003 to 2008. 

Table 137 Forecast Clothing and Footwear Retailer Sales by Outlet Type 2003-2008 



RMB billion
	
	2003
	2004
	2005
	2006
	2007
	2008

	Clothing & Footwear specialists 
	
	
	
	
	
	

	- Multiples 
	91.6
	96.5
	102.2
	107.9
	113.5
	119.1

	- Independents 
	91.4
	92.3
	94.2
	96.0
	98.0
	100.9

	 
	
	
	
	
	
	

	TOTAL 
	183.0
	188.8
	196.4
	203.9
	211.4
	220.1




Source: 1999-2002 Euromonitor from Official statistics, Trade associations, Company annual report, Company research, Trade press, Trade interviews, 2003 Euromonitor estimates 
Note: Totals may not sum due to rounding

